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INTRODUCTION 


The Bretton Woods Institutions, the International Monetary Fund (IMF) and 
the World Bank, were founded at a conference held in Bretton Woods, 

New Hampshire, in 1944. The IMF was established to promote the smooth 
functioning of the international monetary system, encourage international 
trade and capital movements and support high rates of sustainable economic 
growth. The IMF (or the “Fund” in the following) is now the central institution 
in the international monetary system. It exercises a surveillance function by 
monitoring members’ economic policies, provides policy advice and extends 
short- and medium-term financial assistance to countries faced with balance 
of payments and other economic difficulties. 


The World Bank’s goal is to help raise living standards and to promote 
sustainable development in developing countries. As the premier 
development institution in the world, it provides a wide range of assistance 

to developing countries, including lending for projects, technical assistance 
and structural economic policy advice. The World Bank Group is comprised 
of four organizations: the International Bank for Reconstruction and 
Development (IBRD), the International Development Association (IDA), 

the International Finance Corporation (IFC) and the Multilateral Investment 
Guarantee Agency (MIGA). The IBRD is commonly the component referred to 
as the “World Bank” (or the “Bank” in the following). The IDA is the component 
that provides assistance to the world’s poorest developing countries. 


Canada is the eighth largest member of the Fund and Bank after the six 
other G-7 countries and Saudi Arabia. Canada’s formal participation is 
authorized under the Bretton Woods and Related Agreements Act. 
Under Section 13 of the Act, it is stated that: 


“The Minister of Finance shall cause to be laid before Parliament, 
on or before March 31 next following the end of each year or, if 
Parliament is not then sitting, on any of the first thirty days next 
thereafter that either House of Parliament is sitting, a report 
containing a general summary of operations under this Act and 
details of all those operations that directly affect Canada, including 
the resources and lending of the World Bank Group, the funds 
subscribed or contributed by Canada, borrowings in Canada 

and procurement of Canadian goods and services.” 


The sections that follow review the activities and operations of first the IMF 
and then the World Bank for the year 1995. A final section deals with issues 
common to both institutions. The annexes contain detailed numerical 


summaries of the year’s activities. 
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Roles of the IMF and World Bank 


International Monetary Fund World Bank 


= Oversees the international ws Promotes economic 
monetary system and development and structural 
promotes international reform in developing countries. 


monetary co-operation. 
és ao Assists developing countries 


Promotes exchange stability through long-term financing 
and orderly exchange relations of development projects 
among member countries. and programs. 


Provides short- to medium-term Provides special financial 
financial support to members assistance to the poorest 
facing balance of payments developing countries through 
Aifficulties. the International Development 


: Association. 
Draws its financial resources 


primarily from the quota Stimulates private enterprises in 

subscriptions of its members. developing countries primarily 
through its affiliate, the 
International Finance 
Corporation (IFC). 


Secures most of its financial 
resources by borrowing on 
international capital markets. 


INTERNATIONAL MONETARY FUND 


Overview 


Canada is an open economy that is highly dependent on foreign trade 
and financial flows. Consequently, Canada has a major stake in a strong 
international monetary system that promotes the free movement of goods, 
services and financial assets. The IMF is important to ensuring a sound 
world financial system and broad-based sustainable economic growth 
through assistance to countries experiencing unsustainable external 
imbalances and related economic difficulties. 
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Benefits of Membership 
IMF membership provides a number of specific benefits: 


e The Minister of Finance is a Governor of the Fund and has an Executive 
Director on its 24-member Executive Board. This representation allows 
Canada to have a high-level influence on decisions taken by the IMF on 
specific country assistance programs and major issues affecting the world 
financial system. 


e The IMF, through its regular surveillance of member country economies, 
provides Canada with an independent source of policy advice on 
macroeconomic policies and engages in regular dialogue on these policies 
with Canadian officials at Finance Canada and the Bank of Canada. 


e The efforts of the IMF to ensure debtor countries abide by their obligations 
under Fund support programs help ensure that they repay Canadian 
bilateral loans and use our bilateral development assistance effectively. 


e Canada earns a financial return on its financial position in the IMF. 


e Were Canada ever to experience severe balance of payments difficulties, 
it would have the right to approach the IMF for financial assistance. 


Canada’s Priorities at the IMF 


Global economic and financial stability 


A key objective for Canada is to ensure that the IMF is able to cope with 
the emerging needs of the world economy and can deal with any new 
crises that might arise such as, for example, that which affected Mexico in 
late 1994. This requires that the Fund move quickly to adapt its lending 
facilities and policies. 


In response to the Mexican financial crisis in late 1994, the IMF moved on 
an unprecedented scale to support Mexico’s strong program of economic 
adjustment and to limit damage to other economies. However, the crisis 
illustrated the need to review the capacity of the international monetary 
system, and, especially, the IMF to deal with major financial crises. 
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The Mexican Crisis 


The Mexican financial crisis in late 1994 had repercussions not just for 
Mexico, but the international monetary system. Investor concern about 
the Mexican peso, exacerbated by Mexican political developments, 
triggered capital flight and repeated bouts of speculation against the 
peso through 1994. 


These developments led to a steady depletion of foreign reserves and 
the devaluation and eventual floating of the peso in December 1994. 
Foreign and domestic investors who had incurred substantial losses on 
peso-denominated assets withdrew significant amounts of funds from 
Mexican financial markets. 


The severe crisis of confidence spilled over on other developing country 
“emerging markets”, primarily in Latin America, and even some 
industrial countries. 


The Mexican government moved quickly to introduce a stabilization 
program to reduce economic imbalances and restore the confidence of 
foreign and domestic investors. The IMF responded on an 
unprecedented scale to support Mexico’s adjustment program and limit 
spill-over and contagion effects. On February 1, 1995, the IMF approved 
an 18-month stand-by credit for Mexico of SDR 12.1 billion 
(U.S. $17.8 billion). This is the largest IMF package ever approved for 
a member country. 


Discussions at the IMF’s Interim Committee (a meeting of IMF Governors 
with representation on the Executive Board held twice a year) in April 1995 
and the Halifax Summit in July 1995 led to recommendations for reforms in 
IMF procedures and facilities. The key recommendations were directed at: 


e identifying problems before they reach crisis proportions through a 
strengthening of the IMF’s surveillance of national policies and financial 
market developments and through fuller disclosure of this information to 
market participants; 


e ensuring that procedures are in place to shorten the time needed to 
respond to financial crises when they do occur; 


e ensuring, through consideration of an 11th General Review of Quotas, that 
the Fund has adequate resources for its regular lending operations and 
ensuring, through a doubling of the resources currently available under.the 
IMF’s General Arrangements to Borrow, that the Fund has adequate liquidity 
to respond to financial emergencies; and 
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e ensuring that the Fund has sufficient resources to continue to finance 
the Enhanced Structural Adjustment Facility for the benefit of the IMF’s 
poorest member countries. 


As follow-up to these recommendations, the Executive Board of the Fund 
took action over the last year in the following areas. 


Provision and publication of data. New data standards are being 
established to better inform markets of financial and economic developments 
and to strengthen Fund surveillance. Countries that are capital market 
borrowers will make publicly available more timely, comprehensive data 
under the IMF’s “Special Data Dissemination Standard” established in 

April 1996. The IMF will establish a less demanding general standard for all 
members later in 1996. Information on the statistical practices of members 
subscribing to the Special Data Dissemination Standard will be posted on 
an IMF “electronic bulletin board” on the Internet. The IMF expects to have 
the electronic bulletin board operational by the end of August 1996. 
Canada has subscribed to the higher standard. 


Emergency Financing Mechanism. The Fund can respond more promptly 
to serious financial crises through a new standing procedure — the Emergency 
Financing Mechanism. The new procedure will allow the Fund, in exceptional 
circumstances, to respond quickly with assistance for members facing 
sudden market disturbances and committed to undertaking necessary 

reform measures. 


General Arrangements to Borrow (GAB). To ensure that the Fund has 
adequate resources to meet demands, a group of industrial countries Known 
as the Group of Ten (G-10) agreed last October to examine new financing 
arrangements that could complement the General Arrangements to Borrow 
(a credit arrangement which backstops the IMF’s regular resource base). 

A G-10 Working Group, chaired by Canada, has undertaken consultations 
with potential new participants. The aim is to double the resources available 
through the GAB with contributions from the G-10 countries and from other 
countries having the capacity to support the international financial system. 


Enhanced Structural Adjustment Facility (ESAF). In October 1995, 

the Interim Committee supported a continuation of the ESAF, the Fund’s 
main lending arrangement for providing resources to the poorest countries 
on concessional terms. The Committee requested that the Executive Board 
prepare proposals on the future financing of ESAF, including putting the 
facility on a self-sustained basis. At its April 1996 meeting, the Committee 
requested the Executive Board conclude its discussions on developing 
financing proposals in time for the IMF/World Bank annual meetings in 
September 1996. 
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IMF Issues at the Halifax Summit 


G-7 leaders agreed at the 1994 Economic Summit that the June 1995 
Halifax Economic Summit should focus on how to “assure that the global 
economy of the 21st century will provide sustainable development with 
good prosperity and well-being for the peoples of our nations and the 
world” by reviewing the framework of international institutions required to 
meet these challenges. 


The G-7 concluded at the Halifax Summit that while the international 
financial institutions had shown exceptional flexibility in responding to 
the changing needs of the world economy, improvements were 


needed. Consequently, the G-7 recommended that the International 
Monetary Fund: 


= Gevelop an improved early warming system to Cetect financial crises 
by strengthening IMF surveillance of national economic policies and 
financial market developments; 


increase the IMF’s capacity to respond to crises when they occur by 
establishing new procedures to provide quicker access to IMF 
resources; and 


increase the resources available to the IMF to deal with financial crises. 


Transparency and accountability 


Wider public exposure of the activities of the IMF contributes to greater public 
understanding of the institution. Canada has supported measures to enhance 
the transparency and accountability of the Fund’s operations. The Fund has 
responded to the concerns of members by making available more and more 
information on its activities. This includes publication of country reports, 
increased coverage of the Fund’s annual consultations with member 
countries, and opening of the archives for documents that are more than 

30 years old. 


Governance issues 


The IMF is engaged on governance issues. While it often counsels countries 
to exercise fiscal restraint, the IMF devotes increasing attention to the 
composition of government spending in member countries and the 
economic implications of unproductive expenditures, especially military 
spending. IMF-supported programs emphasise the importance of reducing 
or eliminating unproductive expenditures to free up financing for more 
economically useful purposes, including support for social safety nets 

and other social expenditures. 
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How to Access Information from the IMF 


The IMF’s Publication Services provides a wide variety of Fund 
documents on the policies and operations of the IMF as well as on world 
financial and economic developments, including: 


IMF Annual Report, 

World Economic Outlook, 

IMF Staff Country Reports, 

International Financial Statistics, 

Annual Report on Exchange Arrangements and Exchange Restrictions, 
Press Releases, 

IMF Survey. 


The Publications Centre is located at 700 - 19th Street, N.W., 
Washington, D.C. 20431 (Telephone: (202) 623-7430; facsimile: 
(202) 623-7201). Internet address: publications@imf.org. A selection 
of Fund information is also available on the Internet through the World 
Wide Web: gopher://gopher.imf.org. 


Administrative Efficiency 


Canada has been among those urging the Fund to conduct its own 
administrative operations in a fiscally responsible manner. Canada has 
pressed the Fund to seek more cost-effective ways to deliver its programs 
and has opposed increases in staff salaries. Fund management has 
responded through measures to streamline Fund activities, constrain 
administrative expenses and reduce staffing levels. 


Lending Developments in 1995 


A core activity of the Fund is to provide short- and medium-term financial 
assistance to members faced with balance of payments difficulties. The 
objective is to enable countries facing such difficulties to correct temporary 
payments imbalances with a minimum of disruption to the international 
monetary system. The provision of financing from the IMF, and the additional 
financing that an arrangement with the Fund often attracts from other sources, 
enable smoother economic adjustment. 


At the end of 1995, the IMF had lending arrangements worth SDR 31.2 billion’ 
in place for 62 member countries (see Annex 1). Drawings by these countries 
increased sharply in 1995 to SDR 18.4 billion, three times the level of 1994. 
The significant rise in lending reflected large programs by Mexico 

(SDR 8.8 billion) and Russia (SDR 3.6) billion. 


1 The SDR is the standard unit of account for the IMF's operations. It represents a 
weighted basket of five major currencies — the U.S. dollar, the German mark, the 
Japanese yen, the pound sterling and the French franc. At the end of 1995, the 
exchange rate was SDR 1 = C $2.03. 
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How the IMF Works 


The IMF works like a credit union. It has a large pool of resources that it 
makes available in several ways to help members finance temporary 
balance of payments problems. 


Members provide resources to the IMF determined by “quotas” reflecting 
each country’s relative importance in the world economy. A country’s 
quota in turn helps determine the amount of Fund resources that it may 
use if it experiences economic difficulties. At the end of 1995, the total 
quotas for the Fund’s 181 members was SDR 145.3 billion. 


A member country uses the general resources of the IMF by making a 
purchase (drawing) of other members’ currencies with an equivalent 
amount of its own currency. A member repurchases (repays) its own 
currency from the IMF with other members’ currencies over a specified 
period of time and with interest. In this way, a member country receives 
credit from other members. 


Members seeking financial assistance can draw on a “reserve tranche” 
and four “credit tranches”, each amounting to 25 per cent of their quota. 
For access to resources beyond the first credit tranche, the member and 
the IMF have to reach a mutual agreement on a set of economic 
measures and reforms aimed at removing the source of the country’s 
balance of payments difficulty and creating the conditions necessary for 
sustainable non-inflationary growth. Depending on the severity of the 
problem, these measures are agreed as part of a “Stand-by Arrangement” 
(SBA) or an “Extended Fund Facility” (EFF). Stand-by arrangements 
typically last 12 to 18 months while extended arrangements generally run 
for three years. Drawings of the higher tranches are generally spread over 
the duration of the arrangement. 


Members can also use financial facilities created for specific purposes, 
including the Compensatory and Contingency Financing Facility (CCFF) 
which provides financial support to members experiencing temporary 
export shortfalls or other unforeseen adverse external shocks. 


Concessional financing to low-income developing countries under the 
Structural Adjustment Facility (SAF) and the Enhanced Structural 
Adjustment Facility (ESAF) is made available in the form of highly 
concessional loans. 
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Table? - 
IMF Resources Flows 
1994 1995 
(in SDR billions) 
Total purchases 5.9 18.4 
Of which: 
Stand-by arrangements 1.8 14.3 
Extended fund facility 0.9 2.0 
Compensatory and contingency financing facility 0.3 0.0 
Structural adjustment facility and 
Enhanced structural adjustment facility 0.9 1.4 
Systemic transformation facility 1.9 0.6 
Total repurchases 4.6 6.6 
Net purchases 1.3 13:8 


In recent years, lending has also increased substantially under Stand-by 
Arrangements and the IMF's concessional facilities (Structural Adjustment 
Facility (GAF) and the Enhanced Structural Adjustment Facility (ESAF)). In 
addition, lending under the Extended Fund Facility (EFF) doubled in 1995 
as a result of an SDR one billion credit to Argentina. 


Recourse to two other special purpose facilities, the Systemic Transformation 
Facility (STF) and the Compensatory and Contingency Financing Facility 
(CCFF), declined in 1995. Access under the STF, a temporary facility 

created to help Russia and other former centrally planned countries make 
the transition to market economies, expired at the end of 1995. 


Managing Canada’s Interests at the IMF 


The Minister of Finance is Canada’s Governor at the IMF and is responsible 
for the management of Canadian interests at the Fund. The Minister exercises 
influence on IMF issues through interventions at the spring and fall meetings 
of the Interim Committee, his plenary speech at the IMF/World Bank Annual 
Meetings and through periodic meetings with the Managing Director of the 
Fund. (The Minister’s speeches are available on the Internet. Finance 
Canada’s Home Page is located at http://www.fin.gc.ca/) 


Management of Canada’s interests in the ongoing work of the IMF is 
delegated by the Governor to the Executive Director, Mr. lan Clark, 
Canada’s representative on the Executive Board. Mr. Clark is one of 

24 Executive Directors; he represents Canada and several other countries 
(Ireland and several Caribbean countries) which form a constituency at 
the Executive Board. Of the 24 members of the current Executive Board, 
12 are from developing countries and 12 from developed countries. As 
the main decision making body of the Fund, the Board normally meets 
three times a week. 
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The Department of Finance co-ordinates Canadian policy and operational 
interests in the IMF. Other involved departments and agencies include the 
Bank of Canada, Foreign Affairs and International Trade Canada (FAITC), 
and the Canadian International Development Agency (CIDA). In co-operation 
with these agencies and departments, and with our Executive Director’s 
Office at the IMF, the International Finance and Economic Analysis Division 
of the Department of Finance conducts analyses and prepares advice on 
the policy issues and specific country programs that are brought before 


the Executive Board. 


Parliament is informed of the activities and operations of the Bretton Woods 
institutions through the tabling of the annual report on the operations of the 
Bretton Woods institutions, the communiqués of the Interim and Development 
Committees and by appearances of the Canadian Executive Directors and 
departmental officials before parliamentary committees. 


Canada’s Voting Record 


Since most decisions at the Fund are taken on a consensus basis, formal 
votes by Governors and the Executive Board are rare. Canada attempts 
to influence the development of Fund policy proposals before they are 
brought to the Board (often through the circulation of memorandum 
outlining Canadian positions) or to influence other members through 
Board discussions. In 1995, Canada voted against a proposal to increase 
the salaries of Executive Directors and opposed an increase in IMF 
Staff salaries. 


Canada’s Office at the IMF | 


In addition to the Executive Director, Canada's office is staffed by a Canadian 
advisor and two technical assistants. Ireland staffs the Alternate Director’s 
position and the Caribbean countries occupy a second advisor’s position. 


Structure of the Executive Director’s Office 


Structure of the Executive Director’s Office 


Executive Director: Mr. lan Clark 

Canadian Advisor: Mr. Sean O’Connor 
Canadian Assistant: Ms. Nicole Laframboise 
Canadian Assistant: Mr. Christoph Duenwald 


Telephone: (202) 623-7778; facsimile no: (202) 623-4712 
Address: 11-100, 700-19th Street, N.W. Washington, D.C. 20431 USA 
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The primary responsibility of the Executive Director's office is to represent the 
interests of Canada and the other members of the constituency at the Fund's 
Executive Board. The Office participates in the Board discussions of a wide 
variety of policy, operational and administrative matters, including surveillance 
issues and country assistance requests and reviews. 


Canada’s Financial Participation 


Canada’s financial participation in the IMF consists primarily of its quota 
subscription. Canada’s quota is SDR 4,320.3 million, or about 3 per cent of 
total quotas. Our quota subscription is an asset that is made available to the 
Fund partly in Canadian dollars and partly in reserve currencies, such as 
U.S. dollars or SDRs. These latter non-Canadian dollar amounts continue 

to be part of Canada’s foreign exchange reserves. As an asset, Canada’s 
quota subscription is not an expenditure item in the budget of the 

Canadian government. 


Only a tiny portion of the Canadian dollar part of our subscription is 
actually held in cash by the IMF. The balance is held by the Bank of 
Canada (in demand notes) in the event the IMF needs to draw upon 
additional resources. Canada earns interest on its quota subscription 
when the Canadian dollar is used in Fund lending operations, i.e. drawn 
by other members. In 1995, Canada received SDR 17.4 million on its 
net creditor position in the IMF. 


Table 2 
Canada’s Financial Position in the IMF 


December 31, 1995 December 31, 1994 
(in SDR billions) 


Quota 4,320.3 4,320.3 
Fund holdings of Canadian dollars! 3,484.2 SiGo Wwe 
Reserve position in the Fund 836.2 629.9 


1 In accordance with Fund regulations, at least 0.25 per cent of Canada’s quota is held by the IMF 
in a Canadian dollar cash deposit at the Bank of Canada. The Fund’s remaining Canadian dollar 
holdings are in the form of non-interest-bearing demand notes, also kept by the Bank of Canada. 


2 This is the amount Canada is entitled to immediately draw on demand from the IMF for balance 
of payments purposes. Our reserve position in the Fund is the result of both the portion of our 
quota subscription made available to the Fund over time in reserve currencies and the use of 
the Canadian dollar in Fund financial transactions with other members. As the name suggests, 
the reserve position in the Fund is a part of Canada’s official foreign exchange reserves. 


At the end of the year, Canada’s holdings of SDRs amounted to SDR 
791.8 million, or 101.6 per cent of our cumulative allocation of SDRs. On 
average in 1995, Canada held SDRs in an amount greater than our allocation, 


REPORT ON OPERATIONS UNDER THE 


and so earned net interest income of SDR 2.8 million2. This income, and the 
net income from our net creditor position with the Fund noted above, are 
paid into the Government of Canada’s Exchange Fund Account, adding to 
our foreign exchange reserves. 


Canada contributed in 1995 to the IMF’s Enhanced Structural Adjustment 
Facility (ESAF). The facility provides financial Support on concessional terms 
to low-income countries facing protracted balance of payments problems. 
Canada’s commitment to ESAF is a loan of SDR 500 million and a grant of 
approximately SDR 190 million. At the end of 1995, loan payments under 
these arrangements totalled SDR 190.4 million and subsidy contributions 
equalled SDR 46.7 million. Remaining obligations at the end of 1995 were 
SDR 309.7 million under the ESAF loan and SDR 143.3 million under the 
interest subsidy. 


Canada also has a credit commitment under the General Arrangements to 
Borrow (GAB), the credit arrangement established by the Group of Ten (G-10) 
industrial countries to supplement the Funa’s resources, if needed. Canada’s 
GAB commitment is the equivalent of SDR 892.5 million. This line of credit 
has not been called upon in recent years and was not used by the Fund in 
1995. It is, however, an important backstop for the Fund in the event of 
financial crises. 


Challenges Ahead 


A critical challenge for the Fund is to ensure that it is well positioned to deal 
with threats to the stability of the international monetary system. In addition, 
the Fund must continue to provide support to members with balance of 
payments problems, especially the most heavily indebted poor countries. 
To meet these challenges: 


e The work underway with the G-10 and other countries to double the 
resources Currently available under the IMF’s General Arrangements to 
Borrow should be completed to ensure that the Fund has adequate 
liquidity to meet financial crises. 


e The IMF also requires sufficient resources for its regular lending 
operations. This underlines the importance of obtaining an adequate 
increase in Fund quotas under the Eleventh General Review of Quotas 
which is now underway. Efforts should also be made in the Quota 
Review to realign members’ quotas more closely with their relative 
positions in the world economy. 


ee ee ae 

2 The SDR is an international reserve asset created by the IMF and allocated periodically (by 
a decision of the IMF Board of Governors) to its members as a supplement to their foreign 
currency and gold reserves. No allocations have been made since the early 1980s. When a 
member's holdings of SDRs is greater (lesser) than its cumulative allocation, that member 
(the Fund) receives interest on the difference. 
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e The IME should make an effective contribution to a comprehensive 
debt strategy by ensuring that it has sufficient resources to continue to 
finance the Enhanced Structural Adjustment Facility for the benefit of 
the poorest countries. Further efforts to establish a self-sustained 
ESAF should continue. 


THE WORLD BANK 


Overview 


Membership in the World Bank affords Canada an important voice on key 
development issues in the world’s premier multilateral development bank. 
With 179 members, the World Bank has a far-reaching impact on global 
development. It assists members, both developing countries and countries in 
transition from planned to market economies, by providing access to world 
financial markets for development purposes; as well, it advises on policy 
issues crucial to improving members’ longer term development prospects. 
The World Bank provided loans and credits to these countries in its fiscal year 
1995 of over U.S. $22 billion (see Annex 2). In 50 years of existence it has 
provided over $350 billion to the developing world (see Annex 3): 


Many of the Bank’s members, both developing countries and countries 
in transition, continue to face serious difficulties in raising the living 
standards of their populations. However, the Bank’s support has been 
instrumental in transforming a number of countries from dependence 
towards greater self-reliance. Where countries have established an 
appropriate enabling environment, private capital is stepping in to play an 
increasingly important role in helping to finance future growth. In this way, 
the World Bank has played an important catalytic role. 


A new vision for the World Bank 


At the June 1995 Halifax Summit, Canada and other G-7 members 
recommended a number of fundamental changes in the operations of the 
multilateral institutions. The World Bank’s new President, James Wolfensohn, 
has responded to the challenge by initiating a program of far-reaching reforms. 
He is committed to making the Bank a more client-focused, better-managed 
and more responsive organization, better able to meet evolving global 
challenges. While reforms are still at an early stage, Canada is giving its 

strong support to President Wolfensohn’s efforts to bring about real 

change at the Bank. 
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Halifax Summit: Implications for the World Bank 


The Halifax communiqué called for reforms of multilateral institutions and 
improvements in co-ordination. In responding to these recommendations, 
the World Bank is: 


gm undertaking a series of internal reforms to make the Bank more client- 
focused, better-managed and more responsive to global challenges; 


m= decentralizing its operations. Increasing focus will be placed on 
work done in the field to improve consultations with those impacted 
by the Bank’s projects. A number of country officers will be moved 
from headquarters to the field to improve co-ordination on the ground; 


mw better co-ordinating its programs with other multilateral development 
banks through such means as a common evaluation working group 
and closer co-operation on country strategies and economic analysis; 


= improving the integration of private sector activities across the World Bank 
Group and bringing private sector development under a newly appointed 
Managing Director who is also heading a new Private Sector Task Force; 


m reorganizing the Development Committee (the Ministerial committee of 
the IMF and World Bank) to promote more effective decision-making with 
greater emphasis on a real exchange of views at the Ministerial level. 


Benefits of membership 


e Canada’s voting share of about 3 per cent in the World Bank gives us a 
seat on the Bank’s 24-member Executive Board and on the joint IMF/World 
Bank Development Committee. Canada has the opportunity, both at the 
Executive Board and within the Bank, to provide direct input into the 
formulation of Bank policies and operational decisions. Canada and 
other shareholders provide the Bank with guidance which is ultimately 
aimed at improving developing countries’ economic, social and 
environmental performance. 


¢ Canada benefits from the Bank’s leadership role in bringing together 
donors to respond quickly to emergency situations in countries in 
post-conflict situations. For example, Canada and other donors 
worked closely with the World Bank to assemble an emergency 
reconstruction assistance package for Bosnia in 1995. In the context 
of the Middle East peace process, Canada has been closely involved 
with the Bank’s efforts to mobilize resources for the West Bank and 
Gaza. Through such co-operation, Canada’s influence can be 
leveraged beyond what could be achieved bilaterally. 
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e Canada benefits from the role the World Bank plays in bringing together 
donors for Consultative Groups (CGs) to provide assistance to specific 
countries in need. Through CGs, donor countries are able to co-ordinate 
their policy advice and operational programs to provide more coherent 
advice to borrowers and to maximize the impact of their operations. Also 
beneficial is the close collaboration among the Bank, CIDA and other 
donors on major international programs, such as the Special Program 
of Assistance for Africa and the Global Environment Facility. 


e Canadian aid agencies, including especially CIDA, draw heavily on the 
Bank’s research and policy work to enrich their understanding of 
international development. A wide variety of CIDA programs also 
benefit significantly from direct access to Bank staff and expertise. 


e Participation in the Bank affords an opportunity to influence international 
development policy issues of concern to Canadians. Input into the Bank’s 
annual research report, the World Development Report, is one way in which 
Canada can influence global discussions on poverty, labour, health and the 
environment. Another specific and important example of this in 1995 was 
the establishment by CIDA and the World Bank of a joint Working Group 
on Poverty. 


e Finally, Canadian companies and individuals enjoy substantial procurement 
benefits from our membership in the World Bank Group. Cumulative 
disbursements on IBRD and IDA loans for Canadian goods and services 
totalled more than three billion U.S. dollars by the end of fiscal year 1995. 


Canada’s Priorities at the World Bank 


Developmental priorities 


Despite considerable progress in improving living standards world-wide, 
over three billion people remain in dire poverty. Canada has long been a 

key player in international efforts to assist the poorest and strongly promotes 
poverty reduction as the key priority of the World Bank. The Bank has taken 
an increasingly sophisticated (or “integrated”) view of poverty reduction in 
recent years; it has recognized that poverty reduction cannot be addressed 
in isolation. Private sector development, good governance and environ- 
mentally sustainable policies are just a few of the factors which need to be 
considered in designing strategies to help improve the living standards of 
the poor in member countries. 


Lending for the social sectors has been a focal point of the Bank’s 
poverty-reduction efforts in recent years. Human resource development 
lending, particularly for primary health and education, has become 
increasingly important; it has increased from an average of about 5 per cent 
in the 1980s to about 15 per cent over the past three years. The Bank is 
now the world’s single largest source of financing for investment in 

human capital. 
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Increase in IDA Social Sector Lending 
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Private Sector Development: Canada has encouraged an increasingly 
co-ordinated approach to private sector development within the Bank Group 
over the past year. This reflects the growing recognition world-wide of the 
Critical role played by the private sector in supporting longer-term sustainable 
development. The Bank supports about $25 billion of private-sector finance a 
year; the Bank also leverages about $4 billion in private investment a year 
through “financial intermediation” loans it makes of about $2 billion a year. 


The Bank introduced, or put greater emphasis on, new financial techniques 
in 1995 to assist in private sector development. For example, the Bank is 
placing greater emphasis on using loan guarantees in its lending activities. 
An estimated U.S. $200 billion is currently spent by developing countries 
on infrastructure alone — an amount far above the Capacity of governments 
and international agencies to finance. Such long-term funding volumes can 
only be supported by greater reliance on financing from the private sector. 
Guarantees are one important means of ensuring this flow of resources. 
The Bank is increasingly using this device to increase developing 

countries’ access to international and domestic Capital markets. 


Another example of the private sector emphasis in development is the 
growing impact of micro-credit operations (loans o*¢ relatively small amounts of 
money made to the poor by grass roots organizations such as the Grameen 
Bank in Bangladesh). For a small investment, these organizations have been 
successful in improving the living conditions of the poor, particularly women in 
developing countries. Evidence from these operations is compelling; not only 
does it show that the poor are capable of helping themselves, given equal 
Opportunities, but it shows that the poor can be very good credit risks. The 
success of these initiatives has led the World Bank, along with other donors, 
including Canada, to establish the Consultative Group to Assist the Poorest 
(CGAP) in order to augment the resources of micro-finance institutions. 
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Consultative Group to Assist the Poorest (CGAP) 


The Executive Board authorised the Bank to participate in the CGAP in 
March 1995. This group has three key objectives: 


= to increase the level of resources available to the poor in developing 
countries through micro-finance programs; 


to provide donors with a vehicle to disseminate and exchange information 
and lessons of experience on micro-finance; and 


= to improve donor co-ordination in the provision of these services. 


The CGAP seeks to strengthen the ability of micro-finance organizations, 
with a proven track record, to provide assistance to the poor. The World 
Bank contributed $30 million to this fund; other donors, including Canada, 
contributed a total of $70 million. 


Good Governance: Canada has pressed the Bank to become more active in 
addressing issues of good governance in developing countries over the past 
year. The World Bank’s response has generally been positive. Bank staff now 
encourage more effective management of public expenditures and more 
participatory and open approaches in decision-making in borrowing countries. 
However, the issue of how to reduce unproductive expenditures, particularly 
excessive military expenditures, remains a particular concern of Canada, and 
is an area where further emphasis would be welcome. At a time of scarce 
donor resources, the Bank's clients can ill afford to waste resources on 
unproductive spending. The Bank needs to give greater consideration in its 
lending decisions to a borrowing government's performance on reducing 
unproductive expenditures. 


Environmentally Sustainable Development: Canada has long been a 
vocal advocate of the need for the Bank to better integrate environmental 
considerations into its operations and is now a keen supporter of the Bank’s 
efforts. The establishment of the Environmental Sustainable Development 
(ESD) vice-presidency in 1993 has been instrumental in supporting this 
objective. In 1995, an important environmental review of the Bank’s lending 
portfolio following the UN Conference on Environment and Development 
(UNCED) was undertaken. This review will help ensure that the Bank’s future 
lending is environmentally sound. 


Transparency and accountability 


Transparency and accountability are fundamental to ensuring the longer-term 
sustainability of the Bank Group’s operations. Canada has been a major 
proponent of increased openness at the Bank. The Bank has responded 

to concerns from shareholders by making public a growing number of 
documents on operations, both from IBRD/IDA and from the IFC. 
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How to Access Information from the World Bank 


The World Bank’s Public Information Centre, which became operational in 
early 1994, provides a wide range of Bank documents, including: 


Project Information Documents (PIDs), 


Staff Appraisal Reports (after approval by the Board of Executive 
Directors), 


Country Economic and Sector Work Documents and Sectoral 
Policy Papers, 


The Annual Report and the World Development Report, 


The Monthly Operational Summary and International Business 
Opportunities, 


Environmental Data Sheets, Environmental Assessments, Environmental 
Analyses, and Environmental Action Plans, 


World Debt Tables, 
Operation Evaluation Department Précis. 


The Public Information Centre is located at 1776 G Street, N.W., 
Washington, D.C.20433. Telephone: (202) 458-5454. E-mail address: 
pic@worldbank.org. Additional up-to-date information is also available 
on the Internet (http://www.worldbank.org) in the following categories: 
general facts; current events; research; Inspection Panel; and 
new developments. 


Transparency also requires better consultation with beneficiaries. Canada and 
other donors have pushed the Bank and borrowing countries to find ways to 
improve consultations with local peoples in beneficiary countries, not only in 
the design and implementation of projects, but also in the preparation of key 
policy documents such as country assistance strategies. In 1995, about 
one-third of the Bank’s projects benefited from consultations with a range 

of interested parties in beneficiary countries. 


Canada was one of the major supporters of the work of the Inspection 
Panel over the past year. The Inspection Panel was created to help the 
Bank become more accountable to stakeholders with concerns about 
the impacts of individual projects. 
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Accountability and the Inspection Panel 


An Independent Inspection Panel opened for business in September 1994 
to review whether Bank projects adhered to the Bank’s own policies and 
procedures. The three-member Panel investigates complaints from those 
impacted by Bank projects. The Panel investigates to ensure that the 
complaint is valid and then passes its findings on to the Executive Board 
for final decision. 


One of the more contentious projects investigated by the Panel in 1995 
was the Arun Ill hydro-electric dam project in Nepal. The Panel 
unanimously concluded that there were violations of IDA policy and 
recommended a further in-depth investigation that was subsequently 
authorized by the Executive Board. On the basis of the Inspection Panel’s 
final report, the President of the Bank took the decision to cancel 
the project. 


Getting Results 


Understanding the development impact of the Bank’s operations is crucial to 
ensuring that the Bank’s policy objectives are being met. Shareholders have 
come to realize that objective development impact indicators are critical to 
ensuring that funds are being used effectively. Discussions on how to develop 
such indicators have taken place in IDA, the Multilateral Development Bank 
Task Force (described later) and within the Executive Board. 


In response, the Bank Group has begun developing a series of sectoral 
impact indicators. The complexity of the methodology, and the need for 
continual consultation within the Bank Group and with other donors, has 
made this a slow process. But consensus is emerging on the appropriate 
methodology and development indicators are expected to be incorporated 
into Bank operations over the next year. 


Involving NGOs in decision-making 


NGO involvement is now firmly rooted in the Bank's operations. 

About 40 per cent of Bank projects across all major sectors included 

some form of NGO participation in fiscal year 1995. NGOs have increasingly 
participated in the design stage of project preparation as well as in the 
implementation phase. The Bank has recently started to compile a List of 
World Bank-Financed Projects with Potential for NGO Involvement, which 
includes a number of upcoming Bank projects seeking NGO involvement. 
NGOs are also playing a stronger role in the Bank’s economic and sector 
work, particularly in working with borrowing countries on the preparation of 
National Environment Action Plans and poverty assessments. NGOs’ central 
role in the Global Environment Facility (GEF) is also noteworthy. 
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One key venue for ongoing dialogue is the NGO World Bank Committee. 
Membership consists of senior Bank managers and 26 NGO leaders from 
around the world (15 are from developing countries). Canada’s current 
representative on this committee is Ruth Rempel from the Inter-Church 
Coalition on Africa. NGOs have also participated in a broad range of other 
discussions, including on IDA and the MDB Task Force. The Bank hosted 
four seminars with NGOs at the Social Summit on issues such as investing 
in people, collaboration with NGOs in the social sector, beneficiary 
participation and the challenges of development. 


Here in Canada, NGOs have participated in a regular series of 
inter-departmental meetings following the Halifax Summit. This 
consultation has proven useful for both sides in advancing Canadian 
interests at the Bank. 


Key Developments in 1995 


The Halifax Summit: 1995 was a key year for Canada in the international 
arena. Canada was the host of the Halifax Summit that brought G-7 leaders 
together to examine critical international economic and financial issues. 
One of the major issues for discussion was reform of the international 
institutions, including the World Bank. G-7 leaders, while recognizing the 
continuing importance and contribution of the IFls, felt that the IFls have not 
always kept in step with the rapidly changing world economy. Leaders 
recommended a series of initiatives to improve the efficiency and 
effectiveness of the international system of institutions. 


Multilateral Development Bank Task Force: The Task Force on 
Multilateral Development Banks, established in late 1994 by the Development 
Committee, completed its review of the multilateral system of development 
banks in early 1996. In line with the recommendations of Halifax, the 

two major objectives of the Task Force were: 


e to assess the implications of economic change for the development 
Priorities, instruments, operations, and management of the five principal 
MDBs, and to consider whether improvements could strengthen their 
impact on the development process; and 


e to evaluate procedures and practices for co-ordination among the 
MDBs and other members of the development community, and consider 
whether it is possible to make any improvements on a regional, country 
or sectoral basis. 


The Task Force released its report to Governors in March 1996, reaffirming 
the continuing relevance of the MDBs and the importance of their 
emphasizing an emphasis on poverty reduction and private sector 
development. Major recommendations of the report focus on ways to 
improve co-ordination at the country level, both at the operational level of 
the MDBs and at the level of shareholders. For example, MDBs should be 
encouraged to develop common criteria and practices in evaluation of the 
results of development projects. 
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The Social Summit: The World Summit for Social Development in 
March 1995, was an important step in signalling a reorientation of the 
Bank’s approach to social support in development. At the Summit, the 
Bank announced plans to increase social sector lending by 50 per cent 
over the next three years. Some $15 billion was committed over this 
period for basic social needs and a further $5 billion for water supply 
and sanitation programs. 


IDA 11 Negotiations: Throughout the year, Canada and other donors 
participated in the negotiations of the 11th Replenishment of the 
International Development Association (IDA 11). Negotiations concluded 
in Tokyo in March, 1996. (Further details are provided later in this report.) 


Administrative Efficiency and Cost Effectiveness 


Ensuring the efficiency and the effectiveness of the Bank’s operations has 
long been a key objective of Canada. Canada, like many other donors facing 
fiscal restraint, expects institutions of which it is a member to follow fiscally 
responsible practices. Canada and other shareholders have been pleased by 
the Bank's response to these concerns; measures have been introduced to 
cut the Bank’s administrative budget by more than 10 per cent in real terms 
over fiscal years 1996 and 1997. 


But efficiency and effectiveness entail more than just budget-cutting. They 
require setting clear priorities and being more efficient and strategic in the 
delivery of services. The Bank needs to operate in those areas where its 
assistance is needed and where it has a clear comparative advantage. It 
needs to reconsider areas where the private sector or other MDBs may 
be better placed to provide assistance. Over the past year, the Bank has 
undertaken a major review of its activities and has taken steps to 
streamline its operations. 


Managing Canada’s Interests at the World Bank 


The Minister of Finance, as Canada’s Governor of the World Bank, is 
responsible for the management of Canada’s interests at the Bank. 

The Minister exercises his influence through exchanges of views at the 
Development Committee and Annual Meetings and through periodic 
discussions with the President of the World Bank. For example, at the 
Annual Meetings in 1995, Governors had an open exchange of ideas on 
multilateral debt and IDA. The president of CIDA is Canada’s Alternate 
Governor for the World Bank. 


The day-to-day handling of Canada’s diverse interests at the Bank is 
delegated by the Governor to the Executive Director, currently Mr. Len Good. 
Mr. Good is one of 24 Executive Directors; he represents Canada, and other 
countries (Ireland and eleven Caribbean countries) at the Executive Board. 
The Board is currently made up of 24 Executive Directors; 12 are from 
developing and 12 from developed countries. 
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One of the important functions played by Mr. Good is his oversight of 
the Bank’s operations through his membership on the Committee on 
Development Effectiveness (CODE), which was established in 1994. 
The Committee's mandate is to assess the development effectiveness 
of Bank operations. CODE examines the full range of Bank operations, 
including most recently the Bank’s efforts in support of financial sector 
reform and agricultural credit, non-lending services (economic analysis, 
technical assistance), and the restructuring of poorly performing projects 
in the African and Russian portfolios. 


The Office of the Canadian Executive Director is one of eight members of 
CODE and also the chair of the CODE Sub-Committee, which examines 
project implementation in more detail. The Canadian office has actively 
participated in CODE with a view to understanding better the difficulties 
which Bank staff encounter in project implementation and the challenges 
facing staff in being responsive to the needs of locally affected communities 
in developing countries. Emerging from this effectiveness evaluation are 
changes in Bank procedures, and occasionally, in the Bank’s general 
approach to project implementation. 


Canada’s Voting Record at the Board 


Due to the consensus-seeking nature of the Executive Board, there is 
rarely an occasion when decisions are taken to a vote. Encouraging 
efforts to reach consensus among Board Members is of prime 
importance. Occasionally, however, matters are taken to a vote. Over the 
past year, Canada voted against three proposals: 1) a request for Salary 
increases for Staff; 2) a request for salary increases for Executive 
Directors; and 3) an IFC proposal (to invest in Moody’s Emerging Market 
Data Base) that had no incremental development benefits and where the 
bulk of activities would be outside developing countries. 


While votes are rare, Canada and other shareholders do raise concerns 
and questions about the Bank’s operations at the Board and even before 
issues are presented at the Board. 


Canada’s Office at the World Bank 


In addition to the Executive Director, the office has two Canadian advisors 

and one assistant. These officers consult with the Canadian government — not 
only with the Department of Finance, but also with CIDA and the Department 
of Foreign Affairs and International Trade. Such consultations are the main way 
that Canada’s policy advice is channelled to the Executive Director and 
through him to the World Bank. 
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One of the key roles of the office is to provide assistance to Canadian 
business people. While the Bank provides significant procurement 
opportunities, it is a large organization with an opaque structure that may 
be difficult for newcomers to navigate. One of Canada’s advisors, along 
with the Canadian Embassy in Washington, assists in providing advice 
and information on how to do business with the Bank. (More details are 
provided below in the section on Procurement). 


Another point of contact for Canada is the Bank’s External Affairs Department. 
This Department has designated a person responsible for liaison with the 
governmental and NGO community in Canada. This person assists in 
providing information about the Bank and in bringing Bank personnel to 
Canada for seminars and presentations on key topics of mutual interest. 


Structure of the Executive Director’s Office 


Executive Director: Mr. Len Good 


Canadian Procurement Advisor: Mr. Greg Ebel/Mr. Francois Page 


Canadian Aavisor: Ms. Lesley Boucher 

Canadian Assistant: Mr. Michael Jay 

Telephone: (202) 458-0082; facsimile: (202) 477-4155 

Adaress: D-12-081, 1818 H St. N.W. Washington, D.C. 20433 USA 


Canadian Procurement at the World Bank 


Canadian companies and individuals working in the area of international 
development often provide supplies, equipment or services to projects 
financed through the World Bank. Traditionally, Canadian expertise in the 
power, environmental, engineering, human resources, telecommunications, 
financial and transportation sectors has led to procurement opportunities 
for Canadian firms on developing country projects around the globe. 


To date, Canadian companies and individuals have benefited from over 
U.S. $3.0 billion in World Bank financed procurement (see Annex 4), 

which represents a cumulative return of about ninety cents to Canadians 
for each dollar contributed from the Canadian government’s budget. For 
the Bank’s fiscal year ending June 1995, disbursements to Canadian firms 
reached U.S. $171 million, while new contract awards amounted to over 
U.S. $ 110 million. Canada’s performance in winning consulting contracts 
has been strong, ranking fourth overall and first on a per capita basis. As at 
other international financial institutions (IFls), however, Canadian firms have 
been less successful at winning contracts for goods and equipment, which 
account for four-fifths of total disbursements. 
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Belief that Canada could do much better on procurement at the IFis led to 
the creation of the Interdepartmental Task Force on IFI Procurement, with 
representation from Industry Canada, Canadian Commercial Corporation 
(CCC), CIDA, the Export Development Corporation, Foreign Affairs and 
International Trade Canada and the Department of Finance. This group's 
report, released in June 1995, outlined a strategy to enhance the 
competitiveness of Canadian firms bidding for IFI contracts. 


One conclusion of that report was that CIDA might improve Canada’s 
procurement results at the IFls if more joint financing of projects were 
undertaken — in effect using a relatively small amount of Canadian money 
to “leverage” the much larger resources of the IFIis. An interdepartmental 
mission to Washington in April 1996 followed up on this recommendation 
and identified eight World Bank projects in Africa and Asia where CIDA 
will provide some $55 million for cofinancing with the Bank. 


The task of imziementing the Task Force’s recommendations has been 
assigned to the Capital Projects Action Team (CPAT), an interdepartmental 
group. As a result, government efforts to assist Canadian firms are now better 
co-ordinated. However, this initiative will only be counted a success if it leads 
to better results for Canadian firms in securing IFl procurement projects. 


Trust Fund Activities 


A significant source of funds to facilitate increased Canadian participation 
in World Bank projects are the consultant trust funds supported by CIDA 
and administered by the World Bank. These are used to introduce new 
Canadian consultants to the Bank, as well as to encourage the Bank to 
undertake activities in areas of priority to Canada. In June 1995, CIDA 
concluded a new agreement with the World Bank, the Cofinancing, 
Technical Assistance and Consultant Trust Fund Framework Agreement, 

to govern all its trust fund arrangements with the Bank. These funds lead 
<rectly to contracts for Canadians in the feasibility, assessment and design 
of development projects. 


In 1995, CIDA replenished (with C$19 million) and redesigned its Canadian 
Consultant Trust Fund (Country Specific), which supports Canadian 
consultants involved in the identification, preparation and implementation 

of bank-financed projects in 14 identified developing countries. CIDA and 
Environment Canada also negotiated the new Canadian Consultant Trust 
Fund for the Global Environment with the World Bank. For further information 
on these and other Canadian trust funds at the World Bank, please contact 
Mr. David Brown, Commercial Counsellor at the Canadian Embassy in 
Washington (telephone: (202) 682-7788; facsimile: (202) 682-7789). 


Canadians can also access Bank funds though the Project Preparation 
Facility (PPF), the Global Environmental Facility (GEF), and the Policy 
and Human Resources Development Fund (PHRD). 
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Canadian Success Stories: 
Winning Contracts at the World Bank 


= Babcox and Wilcox (Canada) will supply boilers and steam generation 
equipment for the Yan Zhou Power Project in the People’s Republic of 
China, financed with World Bank support. The contract was awarded in 
December 1994, and has a total value of U.S. $155 million. 


The vigorous efforts of the Foundation Company of Canada Ltd, 
of Toronto, Ontario, have paid off in an invitation to participate in a 
joint venture with Continental Construction of New Delhi in a major 
hydro-electric project along the Satlug river in India. The World Bank is 
financing U.S. $437 million of this project. 


International Finance Corporation 


Canadian firms benefit from the Bank’s private sector financing arm, the 
International Finance Corporation (IFC). For example, in 1995, Cameco of 
Saskatchewan and IMGold of Toronto were involved in projects in KyrgyZ 
Republic and Mali. Canadian banks also participated in IFC private sector 
projects through the IFC’s loan syndication program. This program facilitates 
access to commercial debt financing for IFC-sponsored projects. A strong 
relationship is developing between the IFC and Canadian commercial banks. 


Learning about opportunities 


To further advance Canadian interests at the World Bank and to improve 
Canadians’ understanding of available opportunities, Canada’s Executive 
Director, along with World Bank staff and members of the other regional 
development banks, travelled across Canada in 1995, holding seminars on 
IFl procurement opportunities. 


Canadian firms who are interested in winning World Bank financed contracts 
are urged to attend monthly business briefings (held on the first Thursday of 
each month) at Bank headquarters in Washington. 


Both the Canadian Embassy in Washington, through the Office for Liaison 
with International Financial Institutions (OLIF}) (202-682-7788), and the 
Canadian Executive Director’s Office at the World Bank (202-458-0082), 
work to assist Canadians and Canadian firms seeking to participate in World 
Bank-financed projects. The range of opportunities is wide — a power project 
in China, an environmental assessment in Peru, or a privatization initiative in 
Russia are examples. The OLIF| and the Canadian ED’s Office at the World 
Bank encourage Canadian companies to contact them if they are interested 
in competing for procurement contracts. 
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Canada’s Financial Participation 


IBRD 


Canada’s share of the IBRD capital is approximately 3 per cent. A 

relatively small proportion of this capital contribution is required to be 

“paid in” — about 6 per cent overall, but just 3 per cent for the latest 

capital contributions. The remainder is “callable”, in the unlikely event that 
the IBRD needs it from member countries. Periodically, the IBRD replenishes 
its capital through General Capital Increases (GCIs). The IBRD’s last such 
capital increase (GCI Ill) was an amount of $76.5 billion. Canada was 
allocated 19,655 new shares valued at $2.37 billion. The paid-in portion 

of these shares is $71.1 million. These shares were subscribed over a 
five-year period ending in 1993. As of June 30, 1995, Canada’s cumulative 
subscriptions to the IBRD’s capital stock was $5,404 million (44,795 shares), 
of which $335 million has been paid-in. 


IDA 


IDA provides financial assistance to the poorest developing countries on 

very favourable terms (long repayment periods and low interest rates) and, 
unlike the IBRD, is funded by grants from donors. The IDA 10 agreement 
reached in December 1992 resulted in a SDR 13 billion replenishment 

(U.S. $18 billion). This will finance IDA’s lending program over the three-year 
period to June 30, 1996. Canada committed to a share of 4.0 per cent of the 
replenishment, at a cost of C $829 million. To meet these obligations, Canada 
issued three demand notes, one per year in 1993, 1994 and 1995. Each of 
these notes are then encashed over an eight-year period. To the end of 

fiscal year 1995, Canada’s cumulative contributions to IDA (subscriptions 
and contributions) were the equivalent of U.S. $3,979.5 million (including 
Special Fund contributions). 


As noted earlier, in the section on Key Developments in 1995, Canada 
participated in negotiations for the IDA 11 replenishment which were 
concluded in March 1996. Total funding for IDA 11 will amount to about 
U.S. $22 billion. Donor resources account for about U.S. $11 billion of 
these resources, with the remainder coming from sources such as 

IDA 10 carry-over and credit repayments. Outstanding IDA 10 arrears 

made it impossible for the USA to contribute to the first year of a three-year 
funding package. Therefore, a one-year Interim Fund was arranged for IDA’s 
fiscal year 1997, to which all donors but the USA will contribute. The USA is 
only able to commit to the two-year IDA 11 fund which will begin in fiscal year 
1998. Canada is taking a 3.5 per cent share of the Interim Fund and a 

3.75 per cent share of the two-year IDA 11. 


BRETTON WOODS AND RELATED AGREEMENT ACT — 1995 


IDA 11 Priorities 
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Rather than recommending new policy objectives, the IDA 17 negotiations 
focused more on ensuring that the Bank’s policies of assistance to 
the poorest countries are more effectively implemented. The 
IDA 11 Agreement places particular emphasis on improving the quality 
of country assistance strategies, the Bank's major vehicle for determining 
the size and composition of lending programs targeted to specific 
countries. Three critical recommenaations came out of the negotiations: 


= focus more on the impact of the Bank’s operations, particularly on the 
poor, through the development of impact indicators; 


= ensure sufficient resources continue to be available for the poorest 
countries, particularly those in Sub-Saharan Africa. However, underline 
that resources should be allocated first and foremost on the basis of 
performance; 


= encourage greater beneficiary participation in the preparation of Country 
Assistance Strategies (CASs). 


A major Canadian priority in the IDA 11 negotiations was to ensure that 
significant resources continue to be directly targeted to the poor through 
IDA’s Program for Targeted Interventions (PTI). IDA’s lending for PTI has 
increased steadily over the IDA 10 period and was more than 50 per cent 
of total investment lending in fiscal year 1995. Canada was successful in 
convincing IDA to maintain the priority on Ere 


IFC 


The IFC’s most recent General Capital Increase was approved in May 1992. 
Under this GCI, Canada can subscribe to as many as 35,366 new shares, 
valued at $35.4 million. Payments for these shares are made over a five-year 
period. As of June 30, 1995, Canada’s cumulative subscription to the IFC 
amounted to $67.2 million, all of which was paid in. This represents about 
3.6 per cent of IFC’s total capital. 


MIGA 


The Multilateral Investment Guarantee Agency (MIGA) was established in 1988 
to encourage direct foreign investment in developing countries by protecting 
investors from certain non-commercial risks. Canada took up its subscription 
to MIGA's capital stock in 1988. Of the $32.1 million subscription, $6.4 million 
has been paid in, evenly divided between cash and demand notes. Canada’s 
share of MIGA’s capital is 2.7 per cent. 
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Future Challenges 


The S5Oth anniversary of the Bretton Woods Instituticns and the Halifax 
Summit in 1995 focused the world’s attention on the issue of IFI reform, 
including reform of the World Bank. This review was not limited to donors 
and Northern Hemisphere NGOs and academics; borrowing member 
countries have their own concerns with and suggestions to improve 

the Bank’s activities. 


As the Bank continues its efforts over the next year to bring about change, 
it will be focusing on a number of areas of interest to Canada, including: 


Developing mechanisms to co-operate better with traditional and 
non-traditional partners, either other MDBs or borrowing members. 
One of the key components of President Wolfensohn’s agenda for 
change is to reach out more to outside organizations, including NGOs, 
community groups, multilateral institutions and private foundations, in 
order to create a greater sense of ownership of the Bank’s programs. 


Working towards becoming more results oriented, through 
understanding better the impact of Bank operations on the ground. 
The Bank is in the process of developing impact indicators and has 
recently joined an informal working group with other MDBs to come 
to an understanding on common evaluation methodologies. 


Exploring options for helping countries in post-conflict situations regain 
their hope and dignity through reconstruction, technical assistance and 
other forms of support. Such post-conflict countries are in dire need of 
assistance, particularly in the area of reabsorbing previous combatants in 
the civilian work force and in creating new jobs. There is also a need to 
reconstitute social services and build (or rebuild) social safety nets. 


Finding ways to work in a climate of increasingly scarce concessional 
resources. The recently concluded IDA 11 negotiations shows that 
donors are no longer able to provide continually increasing concessional 
resources. Priority in the use of concessional! resources will have to be 
given to those countries most in need that do not have access to 
private capital. 


Responding to the special challenges posed by such issues as 
multilateral debt (see below). Canada and other donors recognize that 
a number of the poorest countries’ debt burdens make it difficult for 
them to move to a path of longer-term sustainable development. 
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JOINT ISSUES 


Overview 


As the previous sections have demonstrated, the IMF and the World Bank 
are important institutions for Canada, each playing a unique role in the 
international economic and financial system. It can be interesting to examine 
these two institutions (sometimes referred to as the “Bretton Woods sisters”) 
jointly, since so many of their activities are complementary. This was the case 
with the “Graham Report”, discussed below, prepared by the House of 
Commons Standing Committee on Foreign Affairs and International Trade. 


In addition, there are areas where the mandates of the two Bretton Woods 
institutions overlap, or where there is a requirement for close co-operation and 
co-ordination of activities. Indeed, at the Halifax Summit, G-7 leaders asked 
that efforts be made to increase co-operation and co-ordination between the 
IME and the World Bank. The heads of both institutions have put considerable 
effort into fulfilling that objective. Two particular examples, the joint preparation 
of a proposed program of assistance for highly indebted poor countries and 
co-operation in post-conflict situations are examined below. 


The “Graham Report” 


In the run-up to the G-7 Summit in Halifax, the Standing Committee 
on Foreign Affairs and International Trade, chaired by Bill Graham, 
issued a report on international financial institution (IFl) reform entitled 
From Bretton Woods to Halifax and Beyond: Towards a 21st Summit 
for the 21st Century Challenge. 


The report contained a number of recommendations setting out priority 
objectives for: 


e redefining essential future roles for the Bretton Woods institutions and 
making them as efficient and democratically accountable as possible; 


e reforming policies and practices to improve the effectiveness of the 
institutions in reducing global poverty and supporting sustainable 
development; and 


e reviewing ways to increase stability in international capital and 
currency markets. 


The following October, the Ministers of Finance and Foreign Affairs tabled the 
Government's Response in Parliament. It noted that the general thrust of the 
Committee’s recommendations was consistent with the direction that Canada 
and other G-7 countries have been urging the Bretton Woods institutions to 
take. The Halifax Summit, for its part, provided the G-7 an opportunity to 
energize a number of items on the IFl reform agenda. 
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More specifically, the Response built on the Prime Minister’s assertion that 
the Bretton Woods Institutions “have evolved in a positive way over the years 
and adapted to the new international realities”. This judgement was echoed 
at Halifax by G-7 leaders in the assertion that the “international financial 
institutions have demonstrated an exceptional degree of flexibility in 

adapting to changing demands”. Nevertheless, G-7 leaders at Halifax 

also noted that “a number of areas remain where improvements are both 
possible and desirable”. 


This suggested the need not for a major overhaul of the Bretton Woods 
system, but for a refocusing of a number of activities and a strengthening of 
others. In effect, while the Bretton Woods Institutions were not perfect, they 
worked well together and, with some necessary course adjustments, could 
meet the challenges of the evolving global economy. It was within this 
framework that the Government’s Response to the SCFAIT Report 
described Canada’s efforts in the pursuit of IFl reform. 


Copies of the Government’s Response can be obtained by contacting the 
International Finance and Economic Analysis Division of the Department of 
Finance at (613) 943-1643. 


Post-Conflict Situations 


At the Halifax Summit, G-7 leaders called for the “Bretton Woods institutions 
and the UN to establish a new co-ordination procedure, supported as 
necessary by existing resources, to facilitate a smooth transition from the 
emergency to the rehabilitation phase of a crisis, and to co-operate more 
effectively with donor countries”. 


This action was intended to facilitate the provision of assistance to countries 
emerging from political turmoil, civil unrest, or international armed conflict. 
While humanitarian assistance is often available during periods of conflict, a 
gap has been identified in the provision of assistance after the cessation of 
hostilities and before adequate infrastructure is in place to permit regular 
lending through the IF Is. 


In September 1995, the IMF adopted a proposal to broaden the scope of 
its policy on emergency assistance to include post-conflict situations. This 
proposal identified the Fund’s comparative advantage to be the provision of 
technical assistance and policy advice to post-conflict countries such as 
Bosnia and Herzegovina, in the establishment of a sound macroeconomic 
framework. Such efforts, by restoring economic stability, could act as a 
Catalyst for greater and more effective assistance from other sources. 
Further, while technical assistance and policy advice would form the basis 
of IMF support, there is potential for the Fund to provide limited financial 
assistance from its General Resources as a precursor to the establishment 
of a formal IMF program. 
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At the World Bank, a proposal for a “Post-Conflict Trust Fund” was considered 
in January 1996 along with a proposal for the provision of $150 million in 
emergency reconstruction financing for Bosnia and Herzegovina. Special 
efforts were made to find financing support to clear Bosnia’s “arrears” to the 
World Bank (actually its share of the arrears of the former Yugoslavia) so that 
Bosnia could become a member of the World Bank. While this World Bank 
assistance to Bosnia and Herzegovina was agreed, the creation of a 
“Post-Conflict Trust Fund” was delayed pending further analysis by staff on 
administrative and financing issues. The Executive Board will consider a 
subsequent proposal later this year. 


The World Bank has, in addition, played a leading role, along with the 
European Union, in bringing together a wide range of donors to create 
the necessary financing for reconstruction of Bosnia and Herzegovina. 
The World Bank has drawn up plans for civilian reconstruction and has 
taken a leading role in reconstruction efforts on the ground. 


Assistance to Heavily Indebted Poor Countries 


The debt problems, including debt owed to multilateral institutions such 
as the World Bank (“multilateral debt”), of heavily indebted poor countries 
became a major item on the international financial agenda in 1995. 


Following a request by the Interim and Development Committees in 
October 1994, the Executive Boards of both the World Bank and IMF 
began a review of the “special needs and problems of ... the poorest, 
most indebted countries”. By early spring 1995, the Bank and Fund had 
prepared a series of papers on the multilateral debt burden of the most 
heavily indebted poor countries (HIPCs) which concluded that: 


e while there was no generalized multilateral debt problem, a number 
of HIPCs faced significant or potential multilateral debt-servicing 
problems; and 


e these problems needed to be addressed on a case-by-case basis 
with an enlarged menu of instruments to meet specific country needs. 
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Existing Mechanisms for Assisting 
Heavily Indebted Poor Countries 


From the World Bank 


Regular Lending Through the International Development 
Association (IDA): /DA credits are on highly concessional terms, generally 
with 40-year maturities and 10 years grace; 


Exceptional IDA allocations: for countries engaged in arrears clearance 
and comprehensive debt workouts; 


The Fifth Dimension: supplemental IDA allocations to low-income 
countries with outstanding IBRD (i.e. non-concessional World Bank) debt 
that are current on debt service to the World Bank and have 
IDA-sponsored economic reform programs; 


IDA-Only Debt Reduction Facility: Financed by IBRD net income and 
bilateral contributions, the DRF provides grant funding to low-income 
countries to assist in reduction of medium- and long-term commercial 
debt that is public, external, non-collateralised and unguaranteed; and 


Technical assistance: for debt management. 
From the International Monetary Fund 


IMF surveillance, technical assistance and programs: These are 
prerequisites for official bilateral debt reduction through the Paris Club; 
and 


Enhanced Structural Adjustment Facility (ESAF): The Fund’s major 
source of concessional financing for low-income countries undertaking 
economic reform in the context of an IMF program. 


The Halifax Summit further raised the profile of the issue and gave important 
impetus to efforts in the Bretton Woods institutions to address the special 
needs of HIPCs. In particular, G-7 leaders took the opportunity to voice 
concern about the multilateral debt burden of a number of heavily indebted 
poor countries and called for: 


e the Bretton Woods institutions to develop a comprehensive approach 


to assist countries with multilateral debt problems through the flexible 
implementation of existing instruments and new mechanisms where 
necessary; and 


better use of all World Bank and IMF resources, adoption of 
appropriate measures in the MDBs and continuation of 
concessional ESAF lending operations. 
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Working together, the Bretton Woods institutions responded to this request 
in the subsequent months, committing themselves at the October 1995 
Annual Meetings to the joint preparation of a “comprehensive strategy” 

to address the problems of HIPCs for presentation to Governors at the 
Spring Meetings of the IMF and World Bank in April 1996. 


At the Spring Meetings, Governors were presented with proposals 
prepared jointly by the IMF and World Bank. They endorsed a basic 
framework for dealing with the debt problems of heavily indebted poor 
countries. The details of this general framework, however, are still being 
developed. Governors will be presented with a more detailed plan at the 
Annual Meetings this fall. 
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Active IMF Lending Arrangements —- As of December 31, 1995 


Member 


Stand-by 
arrangements 


Armenia 
Azerbaijan 
Belarus 
Cameroon 
Costa Rica 
Croatia 

El Salvador 
Estonia 
Georgia 

Haiti 

Kazakstan 
Latvia 

Lesotho 
Macedonia, FYR 
Mexico 
Moldova 
Pakistan 
Panama 

Papua New Guinea 
Poland 
Romania 
Russia 

Slovak Republic 
Turkey 

Ukraine 
Uzbekistan 


EFF 
arrangements 


Algeria 
Argentina 
Egypt 
Gabon 
Jamaica 
Jordan 
Lithuania 
Peru 
Philippines 


Date of 
arrangement 


June 28, 1995 
Nov. 17, 1995 
Sept. 12, 1995 
Sept. 27, 1995 
Nov. 29, 1995 
Oct. 14, 1994 
July 21, 1995 
Apr. 11, 1995 
June 28, 1995 
Mar. 8, 1995 
June 5, 1995 
April 21, 1995 
July 31, 1995 
May 5, 1995 
Feb. 1, 1995 
Mar. 22, 1995 
Dec. 13, 1995 
Nov. 29, 1995 
July 14, 1995 
Aug. 5, 1994 
May 11, 1994 
April 11, 1995 
July 22, 1995 
July 8, 1994 
April 7, 1995 
Dec. 18, 1995 


May 22, 1995 
Mar. 31, 1992 
Sept. 30, 1993 
Nov. 8, 1995 
Dec. 11, 1992 
May 25, 1994 
Oct. 24, 1994 
Mar. 18, 1993 
June 24, 1994 


Expiration 
date 


June 27, 1996 
Nov. 16, 1996 
Sept. 11, 1996 
Sept. 26, 1996 
Feb. 28, 1997 
Apr. 13, 1996 


- Sept. 20, 1996 


July 10, 1996 
June 27, 1996 
Mar. 7, 1996 
June 4, 1996 
May 20, 1996 
July 30, 1996 
June 4, 1996 
Aug. 15, 1996 
Mar. 21, 1996 
Mar. 31, 1997 
Mar. 31, 1997 
Jan. 13, 1997 
Mar. 4, 1996 
Apr. 24, 1997 
Apr. 10, 1996 
Mar. 21, 1996 
Mar. 7, 1996 
Apr. 7, 1996 
Mar. 17, 1997 


May 21, 1998 
Mar. 30, 1996 
Sept. 19, 1996 
Nov. 7, 1998 
Feb. 24, 1996 
May 24, 1997 
Oct. 23, 1997 
Mar. 17, 1996 
June 23, 1997 


Amount Undrawn 
approved balance 
(million SDRs) 

20,356.98 6,143.00 
43.88 30.38 
58.50 49.14 
196.28 146.28 
67.60 59.10 
52.00 52.00 
65.40 52.32 
37.68 37.68 
13.95 13.95 
(g?aaite 49.95 
20.00 3.60 
185.60 92.78 
27.45 27.45 
TAS Fea Wi 
22.30 9.90 
12,070.20 3,312.18 
58.50 26.10 
401.85 267.90 
69.80 61.10 
71.48 38.14 
333.30 50.00 
320.50 226.23 
4313.10 718.85 
115.80 83.65 
610.50 150.00 
997.30 458.65 
124.70 118.50 
7,625.65 2,640.12 
1,169.28 928.48 
4,020.25 256.18 
400.00 400.00 
110.30 88.24 
109.13 22.38 
189.30 58.98 
134.55 72.45 
1,018.10 375.41 
474.50 438.00 
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Active IMF Lending Arrangements - As of December 31, 1995 (Cont'd) 


Date of Expiration Amount Undrawn 

Member arrangement date approved balance 
(million SDRs) 
SAF 
arrangements 181.75 es 
zambia Dec. 6, 1995 Dec. 15, 1996 161.75 = 
ESAF 
arrangements 2,995.5 1,203.67 
Albania July 14, 1993 Jul. 13, 1996 42.36 11.30 
Benin Jan. 25, 1993 Jan. 24, 1996 51.89 9.06 
Bolivia Dec. 19, 1994 Dec. 18, 1997 100.96 67.31 
Burkina Faso Mar. 31, 1993 Mar. 30, 1996 53.04 8.84 
Cambodia May 6, 1994 May 5, 1997 84.00 42.00 
Chad Sept. 1, 1995 Aug. 31, 1998 49.56 41.30 
Cote d'Ivoire Mar. 11, 1994 Mar. 20, 1997 333.48 95.28 
Equatorial Guinea Feb. 3, 1993 Feb. 2, 1996 12.88 8.28 
Ghana June 30, 1995 June 29, 1998 164.40 137.00 
Guinea Nov. 6, 1991 Nov. 5, 1996 57.90 11.58 
Guinea-Bissau Jan. 18, 1995 Jan. 17, 1998 9.45 7.88 
Guyana July 20, 1994 July 19, 1997 53.76 35.84 
Honduras July 24, 1992 July 24, 1997 47.46 13:56 
Kyrgyz Republic July 20, 1994 July 19, 1997 88.15 48.38 
ao. PD. June 4, 1993 June 3, 1996 35.19 THiS 
Malawi Oct. 18, 1995 Oct. 17, 1998 45.81 38.18 
Mali Aug. 28, 1992 Mar. 31, 1996 79.24 - 
Mauritania Jan. 25, 1995 Jan. 24, 1998 AZAD 28.50 
Mongolia June 25, 1993 June 24, 1996 40.81 16.70 
Nicaragua June 24, 1994 June 23, 1997 120.12 100.10 
Senegal Aug. 29, 1994 Aug. 28, 1997 130.79 59.45 
Sierra Leone Mar. 28, 1994 Mar. 27, 1997 101.90 20.29 
Togo Sept. 16, 1994 Sept. 15, 1997 65.16 62155 
Uganda Sept. 6, 1994 Sept. 5, 1997 120.51 66.95 
Vietnam Nov. 11, 1994 Nov. 10, 1997 362.40 241.60 
Zambia Dec. 6, 1995 Dec. 5, 1998 701.68 50.00 
Total 31,159.79 9,986.79 
39 
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ANNEX 2 
World Bank Loans and IDA Credits — Fiscal Year 1995 (July 1, 1994 - June 30, 1995) 
World Bank IDA Total 
Amount Amount No. Amount 
(millions of U.S. dollars) 

By area 

Africa 80.7 2,203.6 58 2,284.3 

East Asia and Pacific 4,592.6 As10Ae2 42 5,693.8 

South Asia 1,584.8 1,420.9 18 3,005.7 

Europe and Central Asia 3,953.8 545.0 58 4,498.8 

Latin America & 

the Caribbean S:/5.3 345.2 52 6,060.5 
Middle East & 

North Africa 925.4 53.3 14 978.7 
Total 16,852.6 5,669.2 242 22,521.8 
By purpose 
Agriculture and Rural 

Development 1,153.9 1,495.4 2,649.3 
Education 1,280.6 816.2 2,096.8 
Energy 2264.0 580.6 2,844.6 
Environment 444.1 40.5 484.6 
Financial Sector 2,435.4 129.3 2,564.7 
Industry 176.0 56.2 Zon.2 
Mining - 24.8 24.8 
Multisector 2,295.0 870.5 3)165.5 
Population, Health & 

Nutrition 451.3 711.0 162.3 
Public Sector 

Management 1,411.2 294.4 1%705.6 
Social Sector 596.5 51.0 647.5 
Telecommunications 325.0 - 325.0 
Tourism - - - 
Transportation 2,026.8 104.1 2,130.9 
Urban Development 1,263.5 186.0 1,449.5 
Water Supply and 

Sewerage 730.3 309.2 17030;5 


Total 16,852.6 5,669.2 22,521.8 
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ANNEX 3 


World Bank Loans and IDA Credits to Developing Countries 


World Bank IDA Total 
No. Amount No. Amount No. Amount 
(millions of U.S. dollars) 
By Fiscal Year’ 


Cumulative to 1968 549 11,418.14 116 1,831.8 665 13,249.9 
Total 1969-1973 374 8,917.8 273 3,931.6 647 =12,849.4 
Total 1974-1978 666 24,372.3 376 7,947.4 1,042  °32,319.7 
Total 1979-1983 711 44,908.0 518 16,368.1 1229 “61,276. 
1983-1984 129 11,947.2 106 3,575.0 235 salssS22.2 
1984-1985 131 11,356.3 105 3,028.1 236 = 14, 384.4 
1985-1986 131 13,178.8 9/7 3,139.9 228 =A6,318.7 
1986-1987 127 14,188.2 108 3,485.8 235° galf,074:0 
1987-1988 118 14,762.0 99 4,458.7 217 ~A9,220.7 
1988-1989 119 16,433.2 106 4,933.6 225 21,366.8 
1989-1990 121 Voy i Sey, 101 5,522.0 222) wah (O17 
1990-1991 126 16,392.2 103 6,293.3 229 22,685.5 
1991-1992 Whe 15,156.0 110 6,549.7 222 * ewe, f 09.7 
1992-1993 122 16,944.5 123 6,751.4 245 23,695.9 
1993-1994 124 14,243.9 104 6,592.1 228 20,836.0 
1994-1995 134 16,852.6 108 5,699.2 242 a xderoe 1:5 
Total 3,794 266,250.6 2,593 90,077.9 6,347 356,328.5 


1 Fiscal years are those of the World Bank Group (July 1 to June 30). 


ANNEXES 


ANNEX 4 


Disbursements by the World Bank and IDA Borrowers - 
Goods and Services from Canada - to June 30, 1995 


World Bank IDA Total 
Amount Amount Amount 


(millions of U.S. dollars) 
By calendar year 


Cumulative to December 1960 133.5 133.5 
1961 8.2 - 8.2 
1962 3.7 - 3.7 
1963 5.6 7.4 13.0 
1964 4.7 1.8 6.5 
1965 5.4 Zit 8.1 
1966 11.6 5.3 16.9 
1967 13.2 14.7 27.9 
1968 6.3 7.8 14.1 
1969 4.4 11.0 15.4 
1970 7.6 Lo 8.9 
1971 y Ba by ard 13.3 
1972 10.5 23 12.8 
1973 12.4 5.4 17.5 
1974 15.8 8.4 24.2 
1975 a sey 15.0 37.1 
1976 25.1 10.8 36.5 
1977 34.5 4.8 39.3 
1978 26.1 an 31.6 
1979 44.4 8.1 02.0 
1980 S19 7.8 59.3 
1981 94.3 14:5 108.8 
1982 75.0 Wee 92.6 
1983 82.3 26.9 109.2 
1984 92.6 54.3 146.9 
1985 94.3 39.7 134.0 
1986 184.8 46.8 231.6 
1987 (Jan.-June) 92.8 23.4 6.2 
1988 FY 1988 (to June 30, 1988) 182.1 47.4 229.5 
FY 1989 197.0 45.0 242.0 
FY 1990 164.0 41.0 205.0 
FY 1991 139.0 34.0 173.0 
FY 1992 131.0 38.0 169.0 
FY 1993 151.0 41.0 192.0 
FY 1994 115.0 69.0 184.0 
FY 1995 123.0 48.0 171.0 
Total 2,315.0 694.0 3,009.0 

Per cent of total disbursements 2.28 1.79 2.14 


Per cent of FY 1995 disbursements 2.09 1.49 1.88 
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INTRODUCTION 


The Bretton Woods institutions, the International Monetary Fund (IMF) and 

the World Bank, were founded at a conference held in Bretton Woods, 

New Hampshire, in 1944. The IMF was established to promote the smooth 
functioning of the international monetary system, encourage international 
trade and capital movements, and support high rates of sustainable economic 
growth. The IMF (or the “Fund” in the following) is now the central institution 

in the international monetary system. It exercises a surveillance function by 
monitoring members’ economic policies, provides policy advice and extends 
short- and medium-term financial assistance to countries faced with balance 
of payments and other economic difficulties. 


The World Bank’s goal is to help raise living standards and to promote 
sustainable development in developing countries. As the premier development 
institution in the world, it provides a wide range of assistance to developing 
countries, including lending for projects, technical assistance and structural 
economic policy advice. The World Bank Group is comprised of four 
organizations: the International Bank for Reconstruction and Development 
(IBRD), the International Development Association (IDA), the International 
Finance Corporation (IFC) and the Multilateral Investment Guarantee Agency 
(MIGA). The IBRD and IDA together are commonly referred to as the “World 
Bank" (or the “Bank” in the following). The IDA is the component that provides 
assistance to the world’s poorest developing countries. 


Canada is the eighth largest member of the Fund and Bank after the six other 
Group of Seven (G-7) countries and Saudi Arabia. Canada’s formal 
participation is authorized under the Bretton Woods and Related Agreements 
Act. Section 13 of the Act states that: 


“The Minister of Finance shall cause to be laid before Parliament, 
on or before March 31 next following the end of each year or, if 
Parliament is not then sitting, on any of the first thirty days next 
thereafter that either House of Parliament is sitting, a report 
containing a general summary of operations under this Act and 
details of all those operations that directly affect Canada, including 
the resources and lending of the World Bank Group, the funds 
subscribed or contributed by Canada, borrowings in Canada 

and procurement of Canadian goods and services." 


The sections that follow review the activities and operations of first the IMF 
and then the World Bank for the year 1996. A final section deals with issues 
common to both institutions. The annexes contain detailed numerical 
summaries of the year’s activities. 
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Roles of the IMF and the World Bank 


International Monetary Fund 


m Oversees the international 
monetary system and 
promotes international 
monetary co-operation. 


m Promotes exchange stability 
and orderly exchange relations 
among member countries. 


mw Provides short- to medium-term 
financial support to members 
facing balance-of-payments 
difficulties. 


m Draws its financial resources 
primarily from the quota 
subscriptions of its members. 


World Bank 


Promotes economic 
development and structural 
reform in developing countries. 


Assists developing countries 
through long-term financing 
of development projects 
and programs. 


Provides special financial 
assistance to the poorest 
developing countries through 
the International Development 
Association. 


Stimulates private enterprises 
in developing countries 
primarily through its affiliate, 
the International Finance 
Corporation. 


Secures most of its financial 
resources by borrowing on 
international capital markets. 


INTERNATIONAL MONETARY FUND 


Overview 


Canada is an open economy that is highly dependent on foreign trade 

and financial flows. Consequently, Canada has a major stake in a strong 
international monetary system that promotes the free movement of goods, 
services and financial assets. The IMF is important to ensuring a sound world 
financial system and broad-based sustainable economic growth through 
assistance to countries experiencing unsustainable external imbalances 

and related economic difficulties. 
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Benefits of Membership 
IMF membership provides a number of specific benefits: 


* The Minister of Finance is a Governor of the Fund and has an Executive 
Director on its 24-member Executive Board. This representation allows 
Canada to have a high-level influence on decisions taken by the IMF on 
specific country assistance programs and major issues affecting the world 
financial system. 


* The IMF, through its regular surveillance of member country economies, 
provides Canada with an independent source of policy advice on 
macroeconomic policies and engages in regular dialogue on these policies 
with Canadian officials at Finance Canada and the Bank of Canada. 


- The efforts of the IMF to ensure debtor countries abide by their obligations 
under Fund support programs help ensure that they repay Canadian 
bilateral loans and use bilateral development assistance effectively. 


- Canada earns a financial return on its financial position in the IMF. 


- Were Canada ever to experience severe balance-of-payments difficulties, it 
would have the-right to approach the IMF for financial assistance. 


Canada’s Priorities at the IMF 


Global Economic and Financial Stability 


A key objective is to ensure that the IMF is able to cope with the emerging 
needs of the world economy and can deal with any new crises that might 
arise such as, for example, that which affected Mexico in late 1994. This 
requires that the Fund move quickly to adapt its lending facilities and policies. 


Discussions continued during 1996 at the Interim Committee (which is a 
twice-yearly meeting of IMF Governors who have representatives on the 
Executive Board) and the Executive Board on a number of recommendations 
made at the Halifax Summit July 1995) for reforms in IMF procedures and 
facilities. The key recommendations were directed at: 


identifying problems before they reach crisis proportions through a 
strengthening of the IMF's surveillance of national policies and financial 
market developments, and through fuller disclosure of this information to 
market participants; and 


* ensuring that the Fund has adequate resources for its regular lending 
operations through consideration of an Eleventh General Review of Quotas, 
and has adequate liquidity to respond to financial emergencies through 
a doubling of the resources currently available under the IMF's General 
Arrangements to Borrow (GAB). 


As follow-up to these recommendations, the Executive Board of the Fund 
took action over the last year in the following areas. 
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How the IMF Works 


The IMF works like a credit union. It has a large pool of resources that 
it makes available in several ways to help members finance temporary 
balance-of-payments problems. 


Members provide resources to the IMF determined by “quotas” reflecting 
each country's relative importance in the world economy. A country’s 
quota in turn helps determine the amount of Fund resources that it may 
use if it experiences economic difficulties. At the end of 1996, the total 
quotas for the Fund’s 181 members was SDR! 145.3 billion. 


A member country uses the general resources of the IMF by making a 
purchase (drawing) of other members’ currencies with an equivalent 
amount of its own currency. A member repurchases (repays) its own 
currency from the IMF with other members’ currencies over a specified 
period of time and with interest. In this way, a member country receives 
credit from other members. 


Members seeking financial assistance can draw on a ‘reserve tranche" 
and four “credit tranches", each amounting to 25 per cent of their quota. 
For access to resources beyond the first credit tranche, the member and 
the IMF have to reach a mutual agreement on a set of economic 
measures and reforms aimed at removing the source of the country’s 
balance-of-payments difficulty and creating the conditions necessary for 
sustainable non-inflationary growth. Depending on the severity of the 
problem, these measures are agreed as part of a "Stand-by Arrangement” 
(SBA) or an "Extended Fund Facility" (EFF). Stand-by arrangements 
typically last 12 to 18 months while extended arrangements generally 
run for three years. Drawings of the higher tranches are generally spread 
over the duration of the arrangement. 


Members can also use financial facilities created for specific purposes, 
including the Compensatory and Contingency Financing Facility (CCFF) 
which provides financial support to members experiencing temporary 
export shortfalls or other unforeseen adverse external shocks. 


Concessional financing to low-income developing countries under 
the Structural Adjustment Facility (SAF) and the Enhanced Structural 
Adjustment Facility (ESAF) is made available in the form of low-interest 
loans with extended repayment periods. 


1 The Special Drawing Right (SDR) is the standard unit of account for the IMF's operations. It 
represents a weighted basket of five major currencies — the U.S. dollar, the German mark, the 
Japanese yen, the pound sterling and the French franc. At the end of 1996, the 
exchange rate was SDR 1 = C $1.97. 
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Provision and publication of data. Countries that are Capital market 
borrowers will make comprehensive data available to the public on a timely 
basis under the IMF's “Special Data Dissemination Standard” established in 
April 1996. Information on the statistical practices of members subscribing 
to the new standard is posted on the IMF's Data Dissemination Standards 
Bulletin Board (DSSB) on the Internet (http://dssb.imf.org). Canada was one 
of the first countries to subscribe to the new standard, and information on 
Canada’s statistical practices is posted on the DSSB at http://dssb.imf.org/ 
country/cancats.htm. Work on establishing a less demanding general 
standard for all members will continue in 1997. The new data standards will 
help better inform markets of financial and economic developments and 
strengthen Fund surveillance. 


New Arrangements to Borrow (NAB). At the Halifax Summit, the Group of 
Seven asked the Group of Ten (G-10) and other countries with the Capacity to 
support the international monetary system to develop financing arrangements 
aimed at doubling the amount of resources currently available under the 
General Arrangements to Borrow (a credit arrangement which backstops the 
IMF's regular resource base). A G-10 Working Group, chaired by Canada, 
undertook consultations with potential new participants. 


New Arrangements to Borrow 


The main features of interest of the New Arrangements to Borrow are: 


m participating countries will make loans to the IMF when supplementary 
resources are needed to forestall or cope with an impairment of the 
international monetary system, or deal with an exceptional situation that 
poses a threat to the stability of the system. 


25 countries have agreed to lend up to SDR 34 billion (about C$67 billion) 
to the Fund in the case of financial emergencies. 


Canada’s share in the arrangement is 4.7 per cent, in the form of a 
commitment to provide non-budgetary loans to the IMF from its interna- 
tional reserves. 


the NAB will enter into force when it has been ratified by potential 
participants with credit arrangements amounting to no less than SDR 
28.9 billion, including the five members with the largest credit 
arrangements. 


the NAB does not replace the General Arrangements to Borrow (GAB), 
which will remain in force. However, the NAB will be the first and principal 
recourse of the IMF in the event of a need for supplementary resources. 
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The Fund's Executive Board approved the New Arrangements to Borrow 

in early 1997 effectively doubling the resources, or credit, currently available 
to the IMF through the GAB. The resources will be provided by the G-10 
countries, other industrial countries and a group of key developing countries 
judged to have the capacity to support the international financial system. The 
broader participation in the NAB underlines the changing nature of the global 
economy and the willingness of emerging economies to share responsibility 
for managing the international monetary system. 


Quota Review 


The Fund must have adequate resources to maintain its effectiveness as a 
monetary institution addressing temporary balance-of-payments problems 
through support of sound adjustment policies. Reviews of Fund quotas are 
conducted at regular intervals to replenish its regular or quota-based 
resources. The last quota increase came into effect in 1992. 


Work on the next review of IMF quotas (i.e. the Eleventh General Review) is 
now underway. The two main issues under consideration are the overall size 
of the increase and how it should be distributed. Discussions have focused on 
changes in the world economy since the last increase in quotas and on the 
possible demand for IMF resources through 2002. The Eleventh Review is 
currently scheduled for completion by March 1998. 


SDR Allocation 


For more than two years, the IMF has been examining ways to help redress 
inequities in the present distribution of SDRs arising from the fact that a 
number of new members, including Russia and the other former centrally 
planned economies, have not participated in previous allocations. At its 
April 1996 meeting, the Interim Committee asked the Executive Board to 
reach a consensus on an approach that would ensure that all members 
receive an equitable share of cumulative SDR allocations. 


Special Drawing Rights (SDRs) 


a The SDR is an international reserve asset created by the IMF and 
allocated periodically to its members as a supplement to their foreign 
currency and gold reserves. 


New SDR allocations require a determination by the IMF Board of 
Governors that there is a global need to supplement existing 
reserve assets. 


SDRs were first allocated to members in 1970. There have been two 
other allocations, the most recent undertaken in 1981. The outstanding 
stock of SDRs currently totals SDR 21.4 billion. 


Canada has received allocations of SDR 779.3 million. 


The 38 members that have joined the IMF since 1981 have received 
no allocations of SDRs. 
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The Fund's Executive Board has subsequently agreed in principle to a one- 
time special allocation through an amendment of the Fund's Articles of 
Agreement. The allocations to be provided to member countries will be 
related to a common “benchmark” of cumulative allocations to present 
quotas. The Executive Board will hold further discussions to determine the 
actual benchmark and complete work on the SDR issue. 


Co-operation Agreements with the WTO 


Globalization of economic activity results in greater interdependence among 
trade and economic and financial policies. This growing interdependence led 
the IMF and.World Bank in late 1996 to conclude co-operation agreements 
with the World Trade Organization (WTO). The agreements formalize and build 
on the collaborative relationships that each had with the contracting parties to 
the General Agreements on Tariffs and Trade (GATT). 


All three organizations are committed, as part of their mandates, to promoting 
policies that encourage and support trade liberalization. The IMF does 

this through policy advice and lending to achieve macroeconomic stability 
and structural adjustment. The World Bank assists in the design and 

~ implementation of trade reforms. The WTO provides a forum to enforce the 
rights and obligations of members in the multilateral trading system. 


Such co-operation agreements help achieve greater coherence in global 
economic policy, help establish a level playing field for global trade, and 
help assist developing countries adopt policies to support growth and 
reduce poverty. The agreements strengthen coherence through institutional 
consultations and the exchange of documents and information. 


Transparency and Accountability 


Greater information on the activities of the IMF contributes to greater public 
understanding of the institution. For this reason, Canada has supported 
measures to enhance the transparency and accountability of the Fund's 
operations. The Fund has responded to the concerns of members for 
ensuring transparency by making available significantly more information on 
its activities. This includes publication of country reports, increased coverage 
of the Fund's annual consultations with member countries, and opening of 
the archives for documents that are more than 30 years old. 


Canada has placed great importance on the establishment of an independent 
evaluation process which can impartially assess IMF activities on a regular 
basis. In this context, in October 1996, the IMF launched an evaluation by 
independent external experts of several aspects of ESAF-supported 
programs. The evaluation will concentrate on three topics: developments in 
countries’ external position during ESAF-supported programs; social policies 
and the composition of government spending during ESAF-supported 
programs; and the effect of countries taking “ownership” of ESAF-supported 
programs. The experts are expected to complete their report by the end 

of 1997. 
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How to Access Information from the IMF 


The IMF's Publications Services provide a wide variety of Fund documents 
on the policies and operations of the IMF as well as world financial and 
economic developments. These include: 


IMF Annual Report 
World Economic Outlook 
IMF Staff Country Reports 


International Financial Statistics 
Annual Report on Exchange Arrangements and Exchange Restrictions 
Press Releases 
IMF Survey 
The Publications Centre is located at 700 19th Street, N.W., 
Washington, D.C., U.S.A. 20431 


Phone: (202) 623-7430; Fax: (202) 623-7201 
Internet address: publications @imf.org 


Administrative Efficiency 


Canada has been among those urging the Fund to conduct its own 
administrative operations in a fiscally responsible manner. Canada has 
regularly pressed the Fund to seek more cost-effective ways to deliver its 
programs and has opposed increases in staff salaries. Fund management 
has responded through numerous measures to streamline Fund activities, 
constrain administrative expenses and reduce staffing levels. 


Lending Developments in 1996 


A core activity of the Fund is to provide short- and medium-term financial 
assistance to members faced with balance-of-payments difficulties. The 
objective is to enable countries facing such difficulties to correct temporary 
payments imbalances with a minimum of disruption to the international 
monetary system. The provision of financing from the IMF, and the additional 
financing that an arrangement with the Fund often attracts from other sources, 
enables countries to undertake smoother economic adjustment. 


At the end of 1996, the IMF had lending arrangements worth SDR 30.5 billion 
in place for 61 member countries (See Annex 1). Drawings by these 
countries in 1996 amounted to SDR 6.0 billion, a considerable drop from the 
unprecedented level of 1995 when large credits were extended to Mexico 
and Russia. 
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Table 7 
IMF Resource Flows 
Joos 1996 
(in SDR billions) 
Total purchases 18.4 6.0 
Of which: 
Stand-by arrangements 14.4 Zip 
Extended Fund Facility 2.0 2.6 
Compensatory and Contingency Financing Facility 0.0 0.2 
Structural Adjustment Facility and 
Enhanced Structural Adjustment Facility 1.4 0.7 
Systemic Transformation Facility 0.6 0.0 
Total repurchases 6.6 Bl 
Net purchases 18 0.9 


The IMF and Russia 


On March 26 1996, the IMF approved a three-year Extended Fund Facility 
for Russia worth SDR 6.9 billion (US$10 billion). The program is designed 
to support the government's medium-term macroeconomic adjustment 
program aimed at laying the basis for sustained economic growth by 
reducing annual inflation to single digits and achieving a viable balance-of- 
payments position. The IMF's loans under the EFF are disbursed on a 
monthly basis, following a satisfactory review of policy performance and 
the overall economic situation by the IMF staff. 


While progress under the EFF-supported program has been generally 
positive, some difficulties have been encountered. /n the first half of 1996, 
federal revenues were 40 per cent below target, forcing large spending 
cuts relative to commitments made in the budget and still leaving higher- 


than-targeted monthly budget deficits. The recent health problems of 
President Yeltsin, and the associated uncertainty, has also contributed to 
delays in introducing key structural reforms. 


Despite these setbacks, five years of reform supported by the IMF and 
other International Financial Institutions (IFls) have created the foundations 
of a market economy and set the stage for a resumption of economic 
growth. Although officially reported real GDP contracted by a further 5 to 
6 per cent in 1996, large and growing informal markets have taken root 
throughout Russia and much of this activity is excluded from GDP. The 
continuation of prudent macroeconomic policies, together with the 
completion of the privatization prograrn and other key structural reforms, 
are projected to lead to a rapid recovery in economic growth over the 
next few years. 
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Lending increased substantially under the Extended Fund Facility in 1996 — 
mainly to Russia. Large credits were also provided to Algeria, Argentina, 
Ukraine and Venezuela under stand-by and extended arrangements. Lending 
declined under the IMF's concessional facility, the Enhanced Structural 
Adjustment Facility. 


Use of the Compensatory and Contingency Financing Facility, one of the 
Fund's other special purpose facilities, jumped substantially owing to 

a disbursement to Algeria. Access under the Systemic Transformation Facility 
(STF), a temporary facility created to help Russia and other former centrally 
planned countries make the transition to market economies, expired at the 
end of 1995. 


Managing Canada’s Interests at the IMF 


The Minister of Finance is Canada’s Governor at the IMF and is responsible 

for the management of Canadian interests at the Fund. The Minister exercises 
influence on IMF issues through interventions at the spring and fall meetings of 
the Interim Committee, his plenary speech at the IMF/World Bank annual 
meetings and through periodic meetings with the Managing Director of the 
Fund. (The Minister's speeches are available on Finance Canada’s Home Page 
located at http://www.fin.gc.ca.) The Governor of the Bank of Canada is 
Canada's Alternate Governor of the IMF. The Governor also attends the 

spring and fall meetings of the Fund. 


The management of Canada’s interests in the ongoing work of the IMF is 
delegated by the Governor to the Executive Director, Mr. Thomas A. Bernes, 
Canada’s representative on the Executive Board. Mr. Bernes is one of 

24 Executive Directors. In addition to Canada, he represents 11 other 
countries (Ireland and 10 Caribbean countries) which form a constituency 

at the Executive Board. Of the 24 members of the current Executive Board, 
12 are from developing or transition countries and 12 from industrial countries. 
As the main decision-making body of the Fund, the Board normally meets 
three times a week. 


The Department of Finance co-ordinates Canadian policy advice on IMF 
issues and Canada’s operational interests in the IMF. The Bank of Canada 
also works closely with the Department of Finance in providing advice on 
issues of interest to Canada’s Executive Director. Other involved departments 
and agencies include the Department of Foreign Affairs and International 
Trade and the Canadian International Development Agency (CIDA). Within 
the Department of Finance, the International Finance and Economic Analysis 
Division is specifically responsible for conducting analyses and preparing 
advice on the policy issues and specific country programs that are brought 
before the Executive Board. 
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Parliament is informed of the activities and operations of the Bretton Woods 
institutions through the tabling of the Annual Report on the operations of the 
Bretton Woods institutions, the communiqués of the Interim and Development 
Committees and by appearances of the Canadian Executive Directors and 
departmental officials before parliamentary committees. 


Canada’s Voting Record 


Since most decisions at the Fund are taken on a consensus basis, 
formal votes by Governors and the Executive Board are rare. Canada 
attempts to influence the development of Fund policy proposals before 


they are brought to the Board (often through the circulation of memoranda 
outlining Canadian positions) or to influence other members in the course 
of Board discussions. In 1996, Canada voted against a proposal to 
increase the salaries of Executive Directors and opposed an increase in 
IMF staff salaries 


Canada’s Office at the IMF 


In addition to the Executive Director, Canada’s office is staffed by a Canadian 
advisor and two technical assistants. Ireland staffs the Alternate Director's 
position and the Caribbean countries occupy a second advisor’s position. 


The primary responsibility of the Executive Director's office is to represent the 
interests of Canada and the other members of the constituency at the Fund’s 
Executive Board. The office participates in the Board discussions of a wide 
variety of policy, operational and administrative matters, including surveillance 
issues and country assistance requests and reviews. 


Structure of the Executive Director’s Office 


Executive Director: Mr. Thomas A. Bernes 

Canadian Advisor: Mr. Mostafa Askari 

Canadian Assistant: Mr. Jeff Chelsky 

Canadian Assistant: Mr. Christoph Duenwald 

Phone: (202) 623-7778, Fax: (202) 623-4712 

Address: 11-100, 700 19th Street, N.W., Washington, D.C., U.S.A. 20431 
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Canada’s Financial Participation 


Canada’s financial participation in the IMF consists primarily of its quota 
subscription. Canada’s quota is SDR 4,320.3 million, or about 3 per cent of 
total quotas. Our quota subscription is an asset that is made available to the 
Fund partly in Canadian dollars and partly in reserve currencies, such as 
U.S. dollars or SDRs. These latter non-Canadian dollar amounts continue 

to be part of Canada’s foreign exchange reserves. As an asset, Canada's 
quota subscription is not recorded as an expenditure item in the budget of 
the Canadian government. 


Only a tiny portion of the Canadian-dollar part of our subscription is 

actually held in cash by the IMF. The balance is held by the Bank of Canada 
(in the form of demand notes) which are available to the Fund in the event it 
needs to draw upon additional resources. Canada earns interest on its quota 
subscription when the Canadian dollar is used in Fund lending operations — 
i.e. drawn by other members. In 1996, Canada received SDR 19.0 million on 
its net creditor position in the IMF. 


At the end of the year, Canada’s holdings of SDRs amounted to SDR 

812.4 million, or 104.2 per cent of our cumulative allocation of SDRs. In 1996, 
Canada held SDRs in an amount greater than our allocation, and so earned 
net interest income of SDR 0.8 million@. This income, and the net income 
from our net creditor position with the Fund noted above, are paid into the 
Government of Canada’s Exchange Fund Account, adding to our foreign 
exchange reserves. 


Table 2 
Canada’s Financial Position in the IMF 


December 31, 1996 December 31, 1995 


(SDR millions) 
Quota Ase0ics 4320.3 
Fund holdings of Canadian dollars 3,467.5! 3,484.2! 
Reserve position in the Fund 852.82 836.22 


1 In accordance with Fund regulations, at least 0.25 percent of Canada’s quota is held by the IMF 
in a Canadian dollar cash deposit at the Bank of Canada. The Fund’s remaining Canadian dollar 
holdings are in the form of non-interest-bearing demand notes, also kept by the Bank of Canada. 


2 This is the amount Canada is entitled to draw on demand from the IMF for balance-of- 
payments purposes. Our reserve position in the Fund is the result of both the portion of our 
quota subscription made available to the Fund over time in reserve currencies and the use of 
the Canadian dollar in Fund financial transactions with other members. As the name suggests, 
our reserve position in the Fund is a part of Canada's official foreign exchange reserves. 


2 \When a member's holdings of SDRs is greater (lesser) than its cumulative allocation, that 
member (the Fund) receives interest on the difference. 
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In 1996, in line with commitments, Canada made further contributions to the 
IMF's Enhanced Structural Adjustment Facility. The facility provides financial 
Support on concessional terms to low-income countries facing protracted 
balance-of-payments problems. Canada’s commitment to ESAF is a loan of 
SDR 500 million and a grant of approximately SDR 190 million. At the end of 
1996, loan payments under these arrangements totalled SDR 275.5 million 
and subsidy contributions equalled SDR 63.4 million. 


Canada is also a participant in the General Arrangements to Borrow, the 
credit arrangement established by G-10 industrial countries to supplement 
the Fund's regular resources in the event of financial crises. Canada’s GAB 
commitment is the equivalent of SDR 892.5 million. This line of credit has not 
been used in recent years but continues to provide an important backstop for 
the Fund's operations in the event of a financial emergency. As noted above, 
Canada is also committed to participating in the New Arrangements to 
Borrow (NAB) when the facility becomes effective. 


Challenges Ahead 


A key challenge for the Fund is to ensure that its mission meets the needs of 
the changing global economy. In addition, the Fund must continue to provide 
support to members with balance-of-payments problems, including the 
heavily indebted poor countries. To meet these challenges: 


* The IMF requires sufficient resources for its regular lending operations. 
This underlines the importance of obtaining an adequate increase in Fund 
quotas under the Eleventh General Review of Quotas. Efforts should be 
made to better align members’ quotas with their relative positions in the 
world economy. 


The IMF should make an effective contribution to a comprehensive 

debt strategy by ensuring that it has sufficient resources to continue 

to finance the Enhanced Structural Adjustment Facility for the benefit 

of the heavily indebted poor countries. In addition, further efforts to 
establish a self-sustained ESAF for the benefit of all low-income countries 
should continue. 


- With the vastly growing importance of capital flows in the world 
economy, the Fund should critically examine whether it can assume a 
greater role in encouraging freedom-of-capital movements. 
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THE WORLD BANK 


Overview 


Membership in the World Bank affords Canada an important voice on key 
development issues in the world’s premier multilateral development bank. 
With 180 members and loans and credits to almost 90 developing member 
countries in fiscal year 1996, the World Bank has a far-reaching impact on 
global development. It assists members, both developing countries and 
countries in transition from planned to market economies, by providing 
concessional assistance and access to world financial markets for 
development purposes; in addition, it advises on policy issues crucial to 
improving members’ longer- term development prospects. In its 1996 fiscal 
year, the World Bank provided loans and credits to these countries of over 
US$21 billion (see Annex 2). In 50 years of existence, it has provided over 
US$377 billion in loans to the developing world (see Annex 3). 


Many of the Bank’s members, both developing countries and countries 

in transition, continue to face a tremendous challenge in raising the living 
standards of their populations. However, the Bank's support has been 
instrumental in transforming a number of countries from dependence towards 
greater self-reliance. Where countries have established an appropriate 
enabling environment, private capital is stepping in to play an increasingly 
important role in helping to finance future growth. The World Bank continues 
to play an important catalytic role in encouraging the use of private capital 

for development. 


Bank Reforms Take Off in 1996 


In his second year in office, President Wolfensohn has accelerated his 
program of far-reaching reforms in all areas of the Bank. Priority has been 
placed on increasing development effectiveness by enhancing the quality 
and impact of the Bank's operations. To this end, further steps were taken to 
make the Bank a more client-focused, better-managed and more responsive 
organization, better able to meet evolving global challenges. Canada is giving 
its strong support to President Wolfensohn’'s efforts to bring about real 
change at the Bank. 
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Implementing Change in 1996 


During 1996, President Wolfensohn continued his ambitious program of 
change within the World Bank Group to maximize the institution's 
contribution to poverty reduction and sustainable growth in developing 
countries. 


m Jo better disseminate lessons of experiences across the Bank, the 
President introduced a fundamental change in the way the Bank 
operates. Staff were reorganized on the basis of sectoral knowledge 
networks, rather than staff functions, to ensure better sharing of 
development best-practices. 


To improve the exchange of information with clients, a number of key 
country programs decentralized their operations to the field. Non- 
governmental organization (NGO) liaison positions were established in 
many Bank missions to allow staff to benefit from NGO experience on the 
ground. Thirty-five such positions were in place by the end of 1996. 


To support efforts to improve the Bank’s overall portfolio quality, the Quality 
Assurance Group (QAG) was established in February 1996. This group 
reviews projects and provides advice and assistance to Task Managers to 
raise project quality at entry and to improve the management of ongoing 
projects. 


The Bank-wide Portfolio Improvement Program was launched in order to 
better tie project-specific and systemic portfolio management efforts 
together. The Bank also introduced new measures to assess the health of 
its lending portfolio, making it easier to identify problematic projects early 
enough to permit restructuring. 


Benefits of Membership 


* Canada’s voting share of about 3 per cent in the World Bank gives us a 
seat on the Bank's 24-member Executive Board and on the joint IMF/World 
Bank Development Committee. Canada has the opportunity, both at the 
Executive Board and in discussions with Bank staff, to provide direct input 
into the formulation of Bank policies and operational decisions. Canada 
and other shareholders provide the Bank with guidance which Is ultimately 
aimed at improving developing countries’ economic, social and 
environmental performance. 
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- Participation in the Bank affords an opportunity to influence international 
development policy issues of concern to Canadians. Input into the Bank’s 
annual research report — the World Development Report (WDR) — provides 
an important vehicle by which Canada can influence the global debate on 
poverty, labour, health and the environment. For example, Canada hosted a 
meeting in Toronto in March 1996 which brought together the Bank WDR 
team on Transition Economies with members of the Canadian private 
sector, academic and legal communities to discuss Canada’s experience in 
the former Soviet Union, Central and Eastern Europe, and East Asia. 


- Canada benefits from the Bank's leadership role in bringing together donors 
to respond quickly to emergency situations in countries in post-conflict 
situations. For example, Canada and other donors have worked closely 
with the World Bank to assemble an emergency reconstruction assistance 
package for Bosnia. In the context of the Middle East peace process, 
Canada has been closely involved with the Bank's efforts to mobilize 
resources for the West Bank and Gaza. Through such co-operation, 
Canada’s influence can be leveraged beyond what could be achieved 
through its bilateral programs. 


Canada benefits from the role the World Bank plays in bringing 

together donors for Consultative Groups (CGs) to provide assistance to 
specific countries in need. Through CGs, donor countries are able to 
better co-ordinate their policy advice and operational programs to provide 
more coherent advice to borrowers and to maximize the impact of their 
operations. Last year, the World Bank participated in 24 separate CGs 
and donor groups. Also of benefit is the close collaboration among the 
Bank, CIDA and other donors on major international programs, such 

as the Special Program of Assistance for Africa and the Global 
Environment Facility. 


- Canadian aid agencies draw heavily on the Bank's research and policy 
work to enrich their understanding of international development. A wide 
variety of CIDA programs also benefit significantly from direct access to 
Bank staff and expertise. 


- Finally, Canadian companies and individuals enjoy substantial procurement 
benefits from membership in the World Bank Group. Disbursements in 
fiscal year 1996 for Canadian goods and services totalled US$225 million, 
bringing total cumulative disbursements to more than US$3.2 billion by the 
end of that fiscal year. 
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How the World Bank Group Works 


The World Bank Group is made of up of four complementary, but distinct 
entities: the International Bank for Reconstruction and Development; 
the International Development Association; the Multilateral 
Investment Guarantee Agency); and the International Finance Corporation . 


The IBRD and IDA (together commonly known as the World Bank) both 
provide funding for investment projects and for adjustment, or economic 
reform, operations. However, the IBRD lends funds on commercial terms 
(slightly above a market interest rate - the London Interbank Offered Rate 
(LIBOR) to the better-off borrowing members, while IDA provides interest- 
free credits to the poorest borrowers. The IBRD gets its funds primarily 
from borrowing on international markets, on the basis of its triple-A credit 
rating, whereas the IDA receives grant funding from donors (details are 
provided below). In effect, the IBRD on-lends to borrowing countries at a 
rate of interest much below that which they could secure on their own 
borrowings. 


The IFC supplements the activities of the IBRD and IDA by undertaking 
investments on commercial terms in productive private sector enterprises. 
The IFC provides such services as direct private sector loans, equity 
investments, resource mobilization and technical assistance. MIGA‘s 
mandate complements that of the IFC: it promotes private foreign direct 
investment in developing countries, primarily through the issuance of 
insurance against non-commercial risk, such as the risk of currency 
inconvertability during civil conflict. 


Canada’s Priorities at the World Bank 


Developmental Priorities 


Despite considerable progress in improving living standards worldwide, over 
three billion people remain in dire poverty. Canada has long been a key player 
in international efforts to assist the poorest and strongly promotes poverty 
reduction as the key priority of the World Bank. The Bank has taken an 
increasingly sophisticated (or “integrated") view of poverty reduction in recent 
years; in doing so, it has recognized that poverty reduction cannot be 
addressed in isolation. Private sector development, good governance and 
environmentally sustainable policies are just a few of the factors which need 
to be considered in designing strategies to help improve the living standards 
of the poor in member countries. 


Lending for the social sectors has been a focal point of the Bank's poverty- 
reduction efforts in recent years. Human resource development (HRD) lending, 
particularly for primary health and education, has grown in importance; it 

has increased from an average of about 5 per cent in the 1980s to about 
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18 per cent over the last five years. Average lending for HRD during this 
period totalled more than $4 billion annually. The Bank is now the world’s 
single largest source of financing for investment in human capital. 


The Bank, and particularly the IDA, has also increased its lending targeted 
directly to the poor under the Program of Targeted Interventions (PTI). Over 
the IDA 10 period (fiscal year 1994-1996), PTI grew to S2 per Cent of IDA 
investment lending compared to 41 per cent under the IDA 9 period (fiscal 
year 1992-1994). 


Average Annual IDA Lending for the Program of Targeted Interventions 
Oe a a eee 


Type of borrower FY 92-94 FY 94-96 % Change 
(US $millions) 

IDA-only 751 si a es 48 
Blend borrowers Las 1,396 18 
Total 1,934 2,507 30 
Memo items: 

IDA investment lending 4,774 4,793 O 
IDA-only! 23355 2,630 W7 
Blend borrowers2 2,421 2,164 a 


PTI's share in 
Investment lending 41% eve 


1 These are the poorest borrowers who receive only IDA funding. 
2 These borrowers receive a blend of IDA and IBRD funds. 


Private Sector Development. Canada has encouraged the increasingly 
co-ordinated approach to private sector development that has developed 
within the Bank Group over the past year. The Bank, the IFC and MIGA are 
now working closely together to provide more integrated private sector 
support and policy advice. Business innovation programs are now under way 
in all the Bank's regional offices. This reflects the growing recognition worldwide 
of the critical role played by the private sector in supporting long-term 
sustainable development. The Bank supports about US$25 billion of private 
sector finance a year; the Bank also leverages about US$4 billion in private 
investment a year through “financial intermediation” loans it makes of about 
US$2 billion a year. 


The Bank put greater emphasis on new financial mechanisms in 1996 to 
assist in private sector development. The Bank expanded its partial risk and 
partial credit guarantee programs and integrated these instruments better with 
its traditional lending activities. These guarantees are particularly important in 
promoting infrastructure development; an estimated US$200 billion is currently 
needed by developing countries for infrastructure alone — an amount far 

above the capacity of governments and international agencies to finance. 
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Such long-term funding volumes can only be supported by greater reliance 

on financing from the private sector. The Bank is increasingly using guarantees 
to increase developing countries’ access to international and domestic 

Capital markets. 


Another example of the private sector's role in development is the growing 
impact of microcredit operations (loans of relatively small amounts of money 
made to the poor by grassroots organizations such as the Grameen Bank in 
Bangladesh). With a small investment, these organizations have been 
successful in improving the living conditions of the poor, particularly women, in 
developing countries. Evidence from these operations is compelling; not only 
does it show that the poor are capable of helping themselves, but it underlines 
that they can be very good credit risks. Members of the Consultative 

Group to Assist the Poorest (CGAP), including the World Bank and Canada, 
met several times in 1996 to exchange views on best practices and to explore 
opportunities to augment resources of existing micro finance institutions. 


Microcredit: The Consultative Group to Assist the Poorest 


Work in CGAP progressed well over fiscal year 1996, with some 57 initial 
project requests from NGO and microenterprise-funding facilities reviewed 
and 14 approved for implementation. CGAP also provided training and 
information services on best-practices to policymakers and practitioners 
in the field of microcredit. CGAP has several key objectives: 


m to increase the level of resources available to the poor in developing 
countries through microfinance programs, 


to provide donors with a vehicle to disseminate and exchange information 
and lessons of experience on microfinance; and 


m= to improve donor co-ordination in the provision of these services. 


Through this work, CGAP seeks to strengthen the ability of microfinance 
organizations with a proven track record to provide assistance to the poor 
through a US$30 million facility from the World Bank. 


Good Governance. Over the past year, Canada continued to press the 

Bank to become more active in promoting good governance in developing 
countries. The World Bank's response has been positive. Bank staff now 
encourage more effective management of public expenditures and more 
participatory and open approaches in decision-making in borrowing countries. 
Canada has been particularly concerned about unproductive expenditures, 
particularly excessive military expenditures. At a time of scarce donor 
resources, the Bank's clients can ill afford to waste resources on 
unproductive spending. 
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Recognizing this problem, the Bank has recently issued a note "Bank Work 
on Military Expenditures” for staff guidance. Among other things, the Bank is 
requesting better information from borrowers on military-related aggregate 
expenditures to aid in its public expenditure reviews. It is also encouraging to 
see that a number of countries are seeking Bank assistance in the conversion 
of military-run industries (China, the Czech Republic and Hungary), while 
others, including Angola, Ethiopia and Uganda, have asked for help with 
demobilization and demilitarization. 


During the recent IDA negotiations, donors underlined that lending decisions 
should increasingly be based on a borrowing government's performance in 
such areas as reducing unproductive expenditures. The recent IDA review for 
the 1994-1996 period indicates that lending is, in fact, being linked more 
closely to country performance. 


The Bank's Economic Development Institute (EDI) has also been using its 
public sector reform program to build consensus in client countries to work 
against corrupt practices. With funding from CIDA and other donors, EDI 
has been working with a variety of local groups in Tanzania and Uganda to 
heighten awareness of the damage that systemic corruption can cause and 
of the practical steps for combating it. 


Environmentally Sustainable Development. Canada has long been a 

vocal advocate of the need for the Bank to better integrate environmental 
considerations into its operations and is a keen supporter of the Bank's recent 
efforts. The establishment of the Environmental Sustainable Development 
(ESD) vice-presidency in 1993 has been instrumental in supporting this 
objective. In fiscal year 1996, the Bank committed US$1.6 billion and 
leveraged another US$1.6 billion from other sources for 20 new environmental 
projects. To better support this work, the Bank completed the Second 
Environmental Assessment Review: the Impact of Environmental Assessment 
which focuses on the quality of EAs and their impact on project design and 
implementation. This document should assist Bank staff and policymakers in 
making the EA an even more effective tool in integrating environmental 
concerns into Bank operations. 


Transparency and Accountability 


Transparency and accountability are fundamental to ensuring the longer- 
term sustainability of the Bank Group's operations. Canada has been a 
major proponent of increased openness at the Bank. The Bank has 
responded to concerns from shareholders by making public a growing 
number of documents on operations, both from the IBRD/IDA and the ic 


Transparency also requires better consultation with beneficiaries. Canada and 
other donors have pushed the Bank and borrowing countries to find ways to 
improve consultations with local peoples in beneficiary countries, not only in 
the design and implementation of projects, but also in the preparation of 

key policy documents such as country assistance strategies. In 1996, about 
one-third of the Bank's projects benefited from consultations with a range of 
interested parties in beneficiary countries. 
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Canada was one of the major supporters of the work of the Inspection 

Panel over the past year. The Inspection Panel was created to help the Bank 
become more accountable to stakeholders with concerns about the impacts 
of individual projects. Since its inception, the Panel has received five formal 
requests for inspections; it recommended an investigation of one of these, 
the Rondonia Natural Resources Management Project, in 1996. 


Several new initiatives have been taken over the past year to better 
disseminate information about the Public Information Centre's resources, 
including a brochure on PIC services as well as an electronic version on 
the Internet. In fiscal year 1996, the PIC received more than two million 
requests for information, a fivefold increase over fiscal year 1995. The 
greatest demand came from the business community. 


How to Access Information from the World Bank 


The World Bank’s Public Information Centre (PIC), which became 
operational in early 1994, provides a wide range of Bank documents, 
including: 

Project Information Documents (PIDs) 


Staff Appraisal Reports (after approval by the Board of Executive 
Directors) 


Country Economic and Sector Work Documents and Sectoral 
Policy Papers 

The Annual Report and the World Development Report 

The Monthly Operational Summary and International Business 


Opportunities 


Environmental Data Sheets, Environmental Assessments, Environmental 
Analyses, and Environmental Action Plans 


World Debt Tables 
Operation Evaluation Department Précis 


The Public Information Centre is located at 1776 G Street, N.W., 
Washington, D.C., U.S.A. 20433. 

Phone: (202) 458-5454 

E-mail address: pic@worldbank.org 

Additional up-to-date information is also available on the Internet 
(http://www.worldbank.org) in the following categories: 

1) general facts; 2) current events; 3) research; 4) Inspection Panel; 
and 5) new developments. 
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Getting Results 


Understanding the development impact of the Bank's operations is crucial to 
ensuring that the Bank’s policy objectives are being met. Shareholders have 
come to realize that objective development impact indicators are critical to 
ensuring that funds are being used effectively. Discussions on how to develop 
such indicators have taken place in IDA Deputies’ discussions, at the 
Multilateral Development Bank Task Force and within the Executive Board. 


A range of sector-specific project-performance indicators have been 
developed. Currently, 17 sector “first edition” notes on indicators are available, 
covering the environment, poverty reduction, public sector management and 
technical assistance. A handbook has also been prepared to assist managers 
in utilizing the indicators in project design and monitoring. 


Performance Indicators: Poverty Reduction 


The Wapenhans Report on improving portfolio quality emphasized the 
importance of developing a better understanding of the impact of the 
Bank's operations by setting clear performance goals. Since poverty 
reduction is the Bank's overarching objective, this is one of the key sectors 
where the Bank has been working to establish meaningful performance 
indicators. 


Three classes of indicators have been developed: (i) input indicators; 
(ii) process or output indicators, and (iii) impact indicators. 


The following provides some simple examples of indicators for a secondary 
school project for girls. 


Input Indicators: number of trainees trained; amount of credit disbursed; 
numbers of schools to which funds were disbursed. 


Process/Output Indicators: number of graduating students; number of 
facilities installed/repaired. 


Impact Indicators: number of girls employed from project schools. 


Involving NGOs in Decision-Making 


NGO involvement is now firmly rooted in the Bank's operations. President 
Wolfensohn has been a major catalyst in the Bank's outreach program with 
NGOs; particular emphasis has been placed on the importance of expanding 
partnerships with civil society. About 43 per cent of Bank projects across all 
major sectors included some form of NGO participation in fiscal year 1996. 
NGOs have increasingly participated in the design stage of project preparation 
as well as in the implementation phase. The Bank has recently started to 
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compile a “List of World Bank-Financed Projects with Potential for NGO 
Involvement”, which includes a number of upcoming Bank projects seeking 
NGO involvement. NGOs are also playing a stronger role in the Bank's 
economic and sector work, particularly in working with borrowing countries 
on the preparation of National Environment Action Plans and poverty 
assessments. NGOs’ central role in the Global Environment Facility (GEF) 

is also noteworthy. 


One key venue for ongoing dialogue is the NGO-World Bank Committee. 
Membership consists of senior Bank managers and 26 NGO leaders 
from around the world (15 from developing countries). Canada’s current 
representative on this committee is Ruth Remple from the Inter-Church 
Coalition on Africa. NGOs have also participated in a broad range of other 
discussions over the past year, including multilateral debt, the IDA, private 
sector development, as well as the new joint Bank-NGO Task Force on 
Structural Adjustment. A Bank-NGO working group was also established 
to examine disclosure and dissemination of Bank information. 


Within Canada, NGOs have participated in a regular series of government 
interdepartmental meetings on multilateral debt, the IDA and microcredit. This 
consultation has proven useful for advancing Canadian interests at the Bank. 


Key Developments in 1996 


The Lyon Summit. The 1996 Lyon Summit brought G-7 leaders together to 
examine critical international economic and financial issues. One of the major 
issues for discussion was follow-up to the Halifax Summit recommendations 
on reform of the international institutions, including the World Bank. 


Canada/World Bank Poverty Semina. In November 1996, the Canadian 
government hosted a major seminar in Ottawa on the World Bank’s report 
Poverty Reduction and the World Bank, which allowed senior Bank 
Management to hear directly from interested Canadians on the Bank's 
progress in working towards its overarching objective of poverty reduction. 
The report provided an overview of the Bank’s experience on poverty 
reduction and looked ahead at the challenges of better meeting the needs of 
the poor. Human resource development, particularly primary health and 
education, were identified as key to improving the access of the poor to 
economic opportunities. 


IDA 11 Negotiations. Negotiations on the 11th Replenishment of the IDA 
concluded in Tokyo in March 1996. (Details are provided below.) 


Partnerships with other International Organizations. Following up on 
Halifax Summit recommendations, the Bank has increasingly been reaching 
out to co-ordinate better with other international institutions, including the 
multilateral development banks (MDBs), the WTO and the United Nations (UN) 
system. In December 1996, the Bank and the WTO signed an Agreement to 
formalize co-operation, as part of their joint efforts to better integrate 
developing countries into the global economy. 
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The President and the heads of the regional development banks held their first 
joint meeting in February 1996 and now plan to meet every six months to 
exchange information and experiences on key development issues. A working 
group on evaluation methodology has recently been established among the 
MDBs to better harmonize evaluation standards for assessing operational 
performance and development results. World Bank co-operation with the UN 
on data collection and assessment is also expanding, as are joint assistance 
programs in post-conflict countries. 


The World Bank: Emerging as a “Knowledge Bank” 


The emergence of a technology-driven global knowledge economy means 
that economic growth in the 21st century will increasingly depend on a 
country’s ability to build and mobilize knowledge capital to complement 
physical and financial capital. The increased importance of knowledge 
capital, combined with the growing importance of private capital 
investment and technology-driven information flows, poses new challenges 
and opportunities for developing countries and for the international 
development community. 


In 1996, President Wolfensohn introduced a plan to begin shifting the Bank 
towards becoming more of a “Knowledge Bank”. He initiated an 
international effort to harness the information revolution for poverty 
alleviation and sustainable development. He has called for a “Global 
Knowledge Partnership”, a public-private collaboration devoted to helping 
the world’s poor share the benefits of, and become full partners in, the 
emerging global knowledge economy. 


To help launch this Partnership, and to explore specific strategies for 
mobilizing knowledge capital in support of development, the World Bank 
and the Government of Canada will co-host a major international 
conference on "Knowledge for Development in the Information Age” in 
Toronto from June 22 to725,. 1997. 


Administrative Efficiency and Cost Effectiveness 


Ensuring the efficiency and the effectiveness of the Bank's operations has long 
been a key objective of Canada. But efficiency and effectiveness entail more 
than just budget-cutting. They require setting clear priorities and being more 
efficient and strategic in the delivery of services. The Bank needs to operate 

in those areas where its assistance is needed and where it has a clear 
comparative advantage. It needs to reconsider its role in areas where the 
private sector or other MDBs may be better placed to provide assistance. 
Over the past year, the Bank has undertaken a major review of its activities 
and is developing a “strategic compact” which will better link resource 
allocation to priority areas. 
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Managing Canada’s Interests at the World Bank 


The Minister of Finance, as Canada’s Governor of the World Bank, is 
responsible for the management of Canada’s interests at the Bank. 

The Minister exercises his influence through exchanges of views at the 
Development Committee and annual meetings and through periodic 
discussions with the President of the World Bank. For example, at the annual 
meetings in 1996, Governors approved an initiative to help the poorest 
countries with unsustainable debt burdens through the Initiative for Heavily 
Indebted Poor Countries (further information is provided below). The 
President of CIDA is Canada’s Alternate Governor for the World Bank. 


The day-to-day handling of Canada’s diverse interests at the Bank is 
delegated by the Governor to the Executive Director, currently Mr. Len Good. 
Mr. Good is one of 24 Executive Directors; he represents Canada and 

12 other countries (Ireland and 11 Caribbean countries) at the Executive 
Board. The Board is currently made up of 24 Executive Directors; 12 are 
from developing and 12 from developed countries. 


One of the important functions played by Mr. Good is his oversight of 

the Bank’s operations through his membership on the Committee on 
Development Effectiveness (CODE), which was established in 1994. The 
Office of the Canadian Executive Director is one of eight members of CODE, 
which examines project implementation and selected policy issues in detail. 
The Canadian office has actively participated in CODE with a view to 
understanding better the difficulties which Bank staff encounter in project 
implementation, and the challenges facing staff in being responsive to the 
needs of locally affected communities in developing countries. Emerging 
from this effectiveness evaluation are changes in Bank procedures, and 
occasionally, in the Bank's general approach to project implementation. 


Canada’s Voting Record at the Board 


Due to the consensus-seeking nature of the Executive Board, it is rare that 
decisions are taken to a vote. Encouraging efforts to reach consensus 
among Board Members is of prime importance. Occasionally, however, 
matters are taken to a vote. Over the past year, Canada voted against 
three proposals: 1) a request for salary increases for staff; 2) a request for 


salary increases of Executive Directors; and 3) an IFC project that provided 
funds for the Danish Investment Fund for Central and Eastern Europe. 
Canada also abstained on the Zambia Economic Adjustment Loan. 


Furthermore, Canada and other shareholders frequently discuss issues 
and raise concerns directly with Management well before projects come 
to the Board. In this way, a number of projects are significantly modified 
before final Board approval. 
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Canada has also developed a strong working relationship with the Economic 
Development Institute. An existing EDI trust fund, to which Canada 
contributed, has supported some very innovative work on governance, 
including work with the Parliamentary Centre in Ghana and a new corruption 
sensitization campaign for Tanzania and Uganda. 


Canada’s Office at the World Bank 


In addition to the Executive Director, the office has two Canadian advisors and 
two executive assistants. These officers are in constant communication with 
the Canadian government — not only with the Department of Finance, but also 
with CIDA and the Department of Foreign Affairs and International Trade. The 
Department of Finance co-ordinates Canada’s policy advice and channels it to 
the Executive Director and through him to the World Bank. 


Structure of the Executive Director’s Office 


Executive Director: Mr. Len Good 


Canadian Procurement Advisors: Mr. Greg Ebel/Mr. Francois Pagé 


Canadian Advisor: Ms. Lesley Boucher 

Canadian Assistant: Mr. John Sinclair 

Phone: (202) 458-0082; Fax: (202) 477-4155 

Address: D-12-081, 1818 H St. N.W., Washington, D.C., U.S.A. 20433 


One of the key roles of the office is to provide assistance to Canadian 
business people. While the Bank provides significant procurement 
opportunities, it is a large organization with an opaque structure that is often 
difficult for newcomers to navigate. Canada’s procurement advisors, along 
with the Canadian Embassy in Washington, assist in providing advice and 
information on how to do business with the Bank. (Details are 

provided below.) 


Another point of contact for Canada is the Bank's External Affairs Department 
which is headed by Mark Malloch Brown. This Department has designated 
Tim Cullen to be responsible for liaison with the governmental and NGO 
community in Canada. Mr. Cullen assists in providing information about the 
Bank and in bringing Bank personnel to Canada for seminars and 
presentations on key topics of mutual interest. 
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Canadian Procurement at the World Bank 


Canadian companies and consultants often provide supplies, equipment or 
services to projects financed through the World Bank. Traditionally, Canadian 
expertise in the power, environmental, engineering, human resources, 
telecommunications, financial and transportation sectors has led to 
procurement opportunities for Canadian firms on developing country 
projects around the globe. 


In fiscal year 1996, many Canadian firms continued to benefit from Canada’s 
World Bank membership by accessing procurement opportunities under 
World Bank financed loans. Fiscal year 1996 disbursements to Canadian 
companies for the supply of goods and services under Bank loans reached 
US$225 million, a significant increase over the fiscal year 1995 figure of 
US$171 million. Disbursements to Canadian companies were divided 
between consulting (US$57 million), civil works (US$8 million) and equipment 
contracts (US$159 million). 


It is particularly noteworthy that Canadians continue to excel in the consulting 
field. Canadian consultants win more contracts on a per capita basis than any 
other supplying nation. As a per cent of disbursements, Canadian consulting 
firms ranked fourth in fiscal year 1996 among all supplying countries and 
accounted for more than 6 per cent of total disbursements. 


The 1996 results bring cumulative disbursements to Canadian companies 
to more than US$3.2 billion. The Bank also reports on larger procurement 
contracts that have been awarded during the year even though project 
disbursements will occur in the future. In this regard, Canadian firms were 
awarded US$83 million in fiscal year 1996. Belief that Canada can do even 
better on procurement at the IFls led to the creation of the Interdepartmental 
Task Force on IFI Procurement, with representation from Industry Canada, 
CIDA, the Export Development Corporation, the Department of Foreign Affairs 
and International Trade and the Department of Finance. This group's report, 
released in June 1995, outlined a strategy to enhance the competitiveness 
of Canadian firms bidding for IFl contracts. 


One conclusion of that report was that CIDA might improve Canada’s 
procurement results at the IFls if more joint financing of projects were 
undertaken — in effect, using a relatively small amount of Canadian Official 
Development Assistance to “leverage” the much larger resources of the IFls. 
An interdepartmental mission to Washington in April 1996 followed up on this 
recommendation and identified eight World Bank projects in Africa and Asia 
where CIDA will provide some C$55 million for co-financing with the Bank. 


The task of implementing the Task Force's recommendations has been 
assigned to the Capital Projects Action Team (CPAT), an interdepartmental 
group. As a result, government efforts to assist Canadian firms are now better 
co-ordinated. However, this initiative will only be counted a success if it leads 
to better results for Canadian firms in securing IFl procurement projects. 
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Trust Fund Activities 


A significant source of funds to facilitate increased Canadian participation in 
World Bank projects are the consultant trust funds supported by CIDA and 
administered by the World Bank. These are used to introduce new Canadian 
consultants to the Bank, as well as to encourage the Bank to undertake 
activities in areas of priority to Canada. In June 1995, CIDA concluded a new 
agreement with the World Bank — the Co-financing, Technical Assistance and 
Consultant Trust Fund Framework Agreement — to govern all its trust fund 
arrangements with the Bank. These funds lead directly to contracts for 
Canadians in the feasibility, assessment and design of development projects. 


In 1995, CIDA replenished and redesigned its Canadian Consultant Trust 
Fund (Country Specific), which supports Canadian consultants involved in 
the identification, preparation and implementation of World Bank-financed 
projects in 14 identified developing countries. CIDA and Environment Canada 
also negotiated the new Canadian Consultant Trust Fund for the Global 
Environment with the World Bank. For further information on these 

and other Canadian trust funds at the World Bank, contact Mr. David Brown, 
Commercial Counsellor at the Canadian Embassy in Washington — 

phone (202) 682-7788, fax (202) 682-7789. Canadians can also access Bank 
funds though the Project Preparation Facility (PPF), the Global Environmental 
Facility, and the Policy and Human Resources Development Fund (PHRD). 


International Finance Corporation 


The International Finance Corporation is playing an increasingly important 
role in the Bank Group's private sector development activities. As the fastest 
growing entity within the Bank Group, it has also attracted the attention of 
Canadian companies and financial institutions that are interested in making 
direct investments in emerging markets. 


In recent years, Canadian mining companies have been the prime 
beneficiaries of IFC financing and capital mobilization efforts. In 1996, a 
number of Canadian companies from other key sectors have also started 
working with the IFC. For example, Nova Corporation and its partners 

used IFC financing and structuring for their US$400 million gas transmission 
project in Argentina. Canadian companies in the oil and gas, as well as 

the telecommunications and financial services, sectors are in advanced 
discussions with the IFC on investments which should be completed in 

the coming year. 
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Canadian Success Stories: Winning Contracts 
at the World Bank 


Every year, small and large companies from across Canada benefit 
from procurement opportunities financed by the World Bank and 1996 was 
no exception. 


m Siddus Systems, located north of Toronto, won a contract to supply 
personal computers to a university in Angola. 


Manitoba-based Wardrop Engineering assisted the Philippines govern- 
ment in its Subic Bay redevelopment project by carrying out an impact 


assessment on an adjacent river basin. 


Dreco Energy Services of Calgary won a contract to supply close to 
US$7 million in oil drilling equipment to Russia in order to assist that 
country in its oilfield rehabilitation efforts. 


Enterprises Vibec Inc. and Hydro-Quebec worked in partnership to supply 
and install million of dollars in power sector equipment in Haiti. 


To improve the land registration and cadastral systems in Russia, the 
DMR Group of Halifax was awarded a contract to provide training to 
the responsible government agencies. 


Perhaps the most significant development on the IFC front has been the 
return of Canadian financial institutions (typically commercial banks) to the IFC 
loan syndication program. This important program helps to mobilize private 
financing for IFC projects and provides financial institutions the opportunity 

to invest in emerging markets. By investing alongside the IFC, financial 
institutions participating in the syndication program gain access to potential 
new customers, attain a high yielding asset and, with the presence of the 

IFC as an investor in these projects, are provided a degree of political risk 
coverage. In fiscal year 1996, Canadian financial institutions participated in 
seven loan syndications totalling US$62 million. 


Canadian involvement and interest in the IFC has been greatly assisted 
by a number of trips to Canada in the last year by prominent IFC staff. 
In April 1996, the head of the IFC, Jannik Lindbaek, met with Canadian 
businesses, investors, parliamentarians and government officials during 
a three-day visit to Toronto, Ottawa and Montreal. 


Learning About Opportunities 


To further advance Canadian interests at the World Bank and to improve 
Canadians’ understanding of available opportunities, Canada’s Executive 
Director, along with World Bank staff and members of the regional 
development banks, travelled across Canada in 1996, holding seminars on 
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IF procurement opportunities. During 1996, both President Wolfensohn and 
Mr. Lindbaek, visited Canada and met with senior business leaders to discuss 
opportunities for Canadian businesses to use Bank Group resources in 
exporting or investing in developing countries. 


Canadian firms, organizations and institutions that are interested in winning 
World Bank contracts are urged to attend monthly business briefings (held on 
the first Thursday of each month) at Bank headquarters in Washington. 


Both the Canadian Embassy in Washington, through the Office for Liaison with 
International Financial Institutions (OLIFl) (202-682-7788), and the Canadian 
Executive Director’s Office at the World Bank (202-458-0082), work to assist 
Canadian firms and consultants seeking to participate in World Bank-financed 
projects. The range of opportunities is wide —- a power project in China, an 
environmental assessment in Peru or a legal-judicial reform project in Russia 
are examples. The OLIFI and the Canadian Executive Director's Office at the 
World Bank encourage Canadian companies to contact them if they are 
interested in competing for procurement contracts. 


Canada’s Financial Participation 


IBRD 


Canada’s share of the IBRD capital is approximately 3 per cent. A relatively 
small proportion of this capital contribution is required to be “paid-in” — 
about 6 per cent overall, but just 3 per cent in the last capital contribution. 
The remainder is “callable”, in the unlikely event that the IBRD needs it 
from member countries. Periodically, the IBRD replenishes its capital through 
General Capital Increases (GCIs). The IBRD’s last such capital increase 
(GCI Ill) in 1988 was for $76.5 billion. Canada was allocated 19,655 new 
shares valued at $2.37 billion. The paid-in portion of these shares is 

$71.1 million. These shares were subscribed over a five-year period ending 
in 1993. As of June 30, 1996, Canada’s cumulative subscriptions to the 
IBRD's capital stock totalled US$5,404 million (44,795 shares), of which 
US$335 million has been paid-in. 


IDA 


The IDA 11 Agreement reached in March 1996 resulted in a US$22 billion 
replenishment. This will finance IDA‘s lending program over the three-year 
period to June 30, 1999. 
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IDA 11 Priorities 


Rather than recommending new policy objectives, the IDA 11 negotiations 
focused more on ensuring that assistance to the poorest countries is more 
effectively implemented. The IDA 11 Agreement places particular emphasis 
on improving the quality of country assistance strategies. Three critical 
recommendations came out of the negotiations: 


m focus more on the impact of the Bank's operations, particularly on the 
poorest, through the development of impact indicators; 


ensure sufficient resources continue to be available for the poorest 
countries, particularly those in sub-Saharan Africa. However, underline 
that resources should be allocated first and foremost on the basis of 
sound economic performance; and 


encourage greater beneficiary participation in the preparation of country 
assistance strategies (CASs). 


A major Canadian priority in the IDA 11 negotiations was to ensure that 
significant resources continue to be directly targeted to the poor through 
the IDA’s Program of Targeted Interventions, which has been highly 
successful, as earlier noted. 


The three-year package begins with a one-year Interim Fund of about 

US$3 billion for fiscal year 1997. (The one-year Interim Fund was created 
because the U.S.A. was unable to participate in the first year of the IDA 11.) 
Canada committed to a share of 3.5 per cent of the Interim Fund and 

3.75 per cent of the two-year IDA 11 at a total cost of C$607 million. To 
meet these obligations, Canada will issue three demand notes, one per year 
in 1996, 1997 and 1998. Each of these notes is then encashed over a seven- 
to eight-year period. To the end of fiscal year 1996, Canada’s cumulative 
contributions to the IDA (subscriptions and contributions) were the equivalent 
of US$3,987 million (including Special Fund contributions.) 


IFC 


The IFC's most recent General Capital Increase was approved in May 1992. 
Under this GCI, Canada can subscribe to as many as 35,366 new shares, 
valued at $35.4 million. Payments for these shares are made over a five-year 
period. As of June 30, 1996, Canada’s cumulative subscription to the IFC 
amounted to $74.3 million, all of which was paid-in. This represents about 
3.6 per cent of IFC’s total capital. 
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MIGA 


The Multilateral Investment Guarantee Agency was established in 1988 to 
encourage direct foreign investment in developing countries by protecting 
investors from certain non-commercial risks. Canada took up its subscription 
to MIGA’s capital stock in 1988. Of the $32.1 million subscription, $6.4 million 
has been paid-in, evenly divided between cash and demand notes. Canada’s 
share of MIGA‘s capital is 2.7 per cent. 


Future Challenges 


Together with his senior management team, and with the support of the Board 
of Directors, the President has outlined a strategic agenda for the future which 
elaborates on a number of key themes: 


the need for a “new compact” between donors, investors and recipients to 
ensure that sufficient resources are available to poor countries that can use 
these resources effectively and efficiently; 


the need for a broader approach to development which integrates social, 
cultural and institutional issues that underlie truly sustainable development, 


- the need for a new global partnership to create and share development 
knowledge, with the World Bank utilizing current information technology to 
share knowledge and development insights with clients and partners; and 


- the need to listen more carefully to clients and develop new products to 
respond better to the increasingly diverse needs of borrowers. 


It is important to recognize that these organizational shifts are taking place 
in the context of a rapidly changing global environment. Total private capital 
flows to developing countries increased from $44 million in 1990 to 

$227 million in 1996. But official development finance declined over the 
same period from $56 billion to $39 billion. 


The relative importance of the World Bank as financier has fundamentally 
changed in several developing countries where the private sector has stepped 
in to provide necessary financing. Yet, private capital flows to developing 
countries have not been uniformly distributed. The major challenge for the 
future will therefore be for the Bank to find more creative ways to meet the 
increasingly diverse needs of its clients, some of which benefit from greater 
private capital, but many of which do not. 
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JOINT ISSUES 


Overview 


The IMF and the World Bank are important institutions for Canada, each 
playing a unique role in the international economic and financial system. 
Nevertheless, there are key areas where the mandates of the two 

Bretton Woods institutions overlap, or where there is a requirement for 

close co-operation and co-ordination of activities. Indeed, at the Halifax 
Summit, G-7 leaders asked that efforts be made to increase co-operation 
and co-ordination between the IMF and the World Bank. The heads of both 
institutions have put considerable effort into fulfilling that objective. Two 
particular examples, the joint preparation of a proposed program of assistance 
for highly indebted poor countries and co-operation in post-conflict situations, 
are examined below. 


Post-Conflict Situations 


War and armed conflict not only threaten national and regional security, 

they inflict long-lasting damage on economies and set back the development 
process. The Bank and the Fund have been intensifying their efforts in the 
area of post-conflict reconstruction to help jump-start affected economies 
through investment in key productive sectors and re-establishing the 
necessary conditions to resume trade, savings and domestic and 

foreign investment. 


In 1996, the Bank strengthened its work in Bosnia by funding projects to 
clear landmines, repair houses, restart electric power generation facilities 

and establish microcredit financing. In the West Bank and Gaza, the Bank 
focused on local employment generation through the Emergency Employment 
Generation Program. In Africa, the Bank is collaborating with the United 
Nations to facilitate the transition from war to peace in several conflict-torn 
countries, including Angola, Ethiopia, Mozambique and Uganda, and also is 
closely monitoring other areas of current conflict in the region. 


The Fund has also broadened the scope of its policy on emergency 
assistance to include post-conflict situations. The Fund is. focusing on its 
comparative advantage in the provision of technical assistance and policy 
advice to post-conflict countries such as Bosnia and Herzegovina in order 
to help in the establishment of a sound macroeconomic framework. 
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Multilateral Debt Relief 


In June 1995, at the Halifax Summit, the G-7 countries urged the Bretton 
Woods institutions to develop a comprehensive approach to address the 
special problems of the poorest countries with large multilateral debt burdens 
through the flexible application of existing instruments and the creation of 

new mechanisms for debt relief. Just over a year later, at the 1996 annual 
meetings of the IMF and the World Bank, the details of a new debt initiative for 
heavily indebted poor countries (HIPCs) were endorsed by the Interim and 
Development Committee. 


The primary goal of this initiative (the “HIPC Initiative") is to ensure that HIPCs 
demonstrating a track record of sustained policy performance are able to 
achieve overall external debt sustainability, strengthen their poverty reduction 
programs and permanently “exit” from future debt-rescheduling exercises. 


To qualify for exceptional relief, a country must be IDA-only and face an 
unsustainable debt situation after the full application of current debt relief 
mechanisms. The sustainability of the debt burden is determined on the basis 
of the ratio of debt-to-exports and debt-service-to-exports (calculated in 

net present value terms). A debt-to-exports ratio in the range of 200 to 

250 per cent and a debt-service-to-exports ratio in the range of 20 to 

25 per cent is judged to be the upper limit of debt sustainability for HIPCs: 


The IMF and World Bank have estimated that full implementation of the 
initiative could require debt relief of about US$5.5 billion, of which more than 
$3 billion would come from multilateral institutions. Recently, the IMF agreed to 
make initial financing of SDR180 million available from ESAF resources. The 
World Bank has also agreed to an initial contribution of US$500 million out 

of its surplus from net income. The World Bank and other multilateral 
development banks (e.g., the African, Asian and Inter-American Development 
Banks) will make their contributions to a special Multilateral Debt Trust Fund 

or parallel mechanisms. 


At last September's annual meetings, the IMF and the World Bank were urged 
to implement quickly this new initiative in close co-operation with other IFIs 
and donor governments. Uganda will be the first candidate to be considered 
for exceptional treatment. Uganda was also the first country to receive 
“Naples terms” which is the most concessional treatment of debt forgiveness 
offered by the Paris Club of official government creditors. Following Uganda, 
there is a “cluster” of additional countries which could be considered for 
exceptional relief by early summer. Canada has been one of the leading 
supporters of the need for multilateral debt relief. 
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Existing Mechanisms for Assisting 
Heavily Indebted Poor Countries 


World Bank Mechanisms 


Regular Lending — The World Bank makes IDA credits available on highly 
concessional terms. In general, these take the form of 40-year loans which 
Carry no interest rate charges. 


Enhanced Access — Countries which are making special efforts to clear 
their arrears or undertake comprehensive debt workouts are given 
increased access to relatively scarce IDA resources. 


The Fifth Dimension Facility — IDA-only countries which have incurred past 
market rate borrowings from the IBRD also receive annual interest 
rate subsidies. In recent years, these have had the effect of reducing 
the interest rate on these earlier IBRD loans from an average of about 
6 per cent to less than 7 per cent. 


IDA-Only Debt Reduction Facility — The IBRD provides grant financing 
(which carries no interest or principal) to eliminate up to 100 per cent of the 
debt which IDA-only countries owe to commercial banks. To date, this 
World Bank facility has extinguished almost US$3 billion of commercial 
bank debt at no cost to these developing countries. 


International Monetary Fund Mechanisms 


Surveillance of Policies - In individual countries, the IMF provides advice 
which encourages the adoption of policies that provide a basis for 
sustained economic growth and price stability. More broadly, IMF 
surveillance of the global monetary system is aimed at promoting the 
balanced growth of world trade and an orderly and stable system of 
exchange rates. 


Enhanced Structural Adjustment Facility - ESAF is the Fund’s major source 
of concessional financing for low-income countries which are undertaking 
major reform efforts in the context of an IMF program. In recognition of the 
special challenges of these countries, ESAF provides loans which carry 
longer maturity periods and significantly lower interest rates than regular 
IMF arrangements. 


Technical Assistance - Both the IMF and the World Bank provide 
substantial technical assistance to low-income countries to help strengthen 
their debt management policies. 
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ANNEX 1 


Active IMF Lending Arrangements - As of December 31, 1996 


Member 


Stand-by 
arrangements 


Argentina 
Bulgaria 
Costa Rica 
Djibouti 
Egypt 
Estonia 
Hungary 
Latvia 
Lesotho 
Mexico 
Pakistan 
Panama 


Papua New Guinea 


Romania 
Ukraine 
Uruguay 
Uzbekistan 
Venezuela 
Yemen 


EFF 
arrangements 


Algeria 
Azerbaijan 
Gabon 
Jordan 
Kazakstan 
Lithuania 
Moldova 
Peru 
Philippines 
Russia 


Date of 
arrangement 


Apr. 12, 1996 
July 19, 1996 
Nov. 29, 1995 
Apr. 15) 1896 
Oct. 11, 1996 
July 29, 1996 
March 15, 1996 
May 24, 1996 
Sept. 23, T996 
Feb. 1, 1995 
Dec, 13, 1995 
Nov. 29, 1995 
July 14, 1995 
May 11, 1994 
May 10, 1996 
March 1, 1996 
Dec. 18, 1995 
July 12, 1996 
March 20, 1996 


May 22, 1995 
Dec n20 51996 
Nov. 8, 1995 
Feb. 9, 1996 
July 17, 1996 
Oct. 24, 1994 
May 20, 1996 
July 1, 1996 
June 24, 1994 
March 26, 1996 


Expiration Amount Undrawn 
date approved balance 
(million SDRs) 
16,803.29 G20 313 
Jan. 11, 1998 720.00 428.00 
March 18, 1998 400.00 320.00 
Feb. 28, 1997 52.00 52.00 
June 14, 1997 4.60 19/8) 
Sept. 30, 1998 271.40 271.40 
Aug. 28, 1997 13:95 oI) 
Feb. 14, 1998 264.18 264.18 
Aug. 23, 1996 30.00 30.00 
sept, 22, 1997 eh WA) 
Feb, 15, 1997 12,070.20 Ge Sib And Ke! 
sept, 30,1997 562.59 321.48 
March 31, 1997 84.30 Zane 
Dec. 15, 1997 71.48 36.14 
Apr. 24, 1997 320,50 226.23 
Feb. 9, 1997 598.20 62.20 
March 31, 1997 100.00 100.00 
March 17, 1997 124.70 HOIZ5 
July 11, 1997 975.65 625.65 
June 19, 1997 Tse eke! 48.38 
9,741.63 Olen 
May 21, 1998 1,169.28 590.88 
Dec. 19, 1999 58.50 53.82 
Nov. 7,1998 110.30 66.18 
Feb. 8, 1999 200.80 118.60 
July 16, 1999 309.40 309.40 
Oet'23; 1997 134.55 41.40 
May 19, 1999 135.00 112.50 
March 31, 1999 248.30 248.30 
June 23, 1997 474.50 438.00 
March 25, 1999 6,901.00 5,031.99 
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Active IMF Lending Arrangements - As of December 31, 1996 (Cont'd) 


Member 


ESAF 
arrangements 
Armenia 
Azerbaijan 
Benin 

Bolivia 
Burkina Faso 
Cambodia 
Chad 

Congo 

Cote d'Ivoire 
Ethiopia 
Georgia 
Ghana 
Guinea-Bissau 
Guyana 

Haiti 
Honduras 
Kenya 
Kyrgyz Republic 
Lao P.D.R. 
Madagascar 
Malawi 

Mali 
Mauritania 
Mozambique 
Nicaragua 
Niger 
Senegal 
Sierra Leone 
Tanzania 
Togo 
Uganda 
Vietnam 
Zambia 


Total 


Date of Expiration Amount Undrawn 
arrangement date approved balance 
(million SDRs) 
3,922.92 1,709.28 
Feb. 14, 1996 Feb. 13, 1999 TO 25 See, 
Dec. 20, 1996 Dec. 19, 1999 93.60 93.60 
Aug. 28, 1996 Aug. 27, 1999 27.18 22.06 
Dec. 19, 1994 Dec. 18, 1997 100.96 Se) (ale 
June 14, 1996 June 13, 1999 39.78 Soalo 
May 6, 1994 May 5, 1997 84.00 42.00 
Sept. 1, 1995 Aug. 31, 1998 49.56 24.78 
June 28, 1996 June 27, 1999 69.48 55.58 
March 11, 1994 June 13, 1997 333.48 - 
Oct. 11,1996 Oct. 10, 1999 88.47 WAS: 
Feb. 28, 1996 Feb. 27, 1999 166.50 111.00 
June 30, 1995 June 29, 1998 164.40 109.60 
Jan. 18, 1995 Jan. 17, 1998 9.45 5.78 
July 20, 1994 July ay 1997 53.76 192 
Oct. 18. 1996 Oct. 17, 1999 91.05 75,88 
July 24, 1992 July 24, 1997 47.46 13.06 
Apr. 26, 1996 Apr..25, 1999 149.55 124.63 
July 20, 1994 July 19, 1997 88.15 S2.e0 
June 4, 1993 May 7, 1997 sor 19 5.87 
Nov. 27, 1996 Nov. 26, 1999 81.36 67.80 
Oct. 18, 1995 Oct. 17, 1998 45.8] 22.91 
Apr. 10, 1996 Apr..971999 62.01 41.34 
Jan. 25, 1995 Jan. 24, 1998 42.75 Aae2o 
June 21, 1996 June 20, 1999 75.60 63.00 
June 24, 1994 June 23, 1997 120;12 100.10 
June 12, 1996 June 11, 1999 57.96 48.30 
Aug. 29, 1994 Aug. 28. 1997 130.79 Seon 
March 28, 1994 March 27, 1997 101.90 LO mb 
Nov. 8, 1996 Nov. 7, 1999 161.59 1.35/88 
Sept. 16, 1994 Sept. 15, 1997 65.16 Syaneye! 
Sept. 6, 1994 Nov. 17, 1997 120M 23.43 
Nov. 11, 1994 Nov, 10, 1997 362.40 120.80 
Dec. 6, 1995 Dec. 5, 1998 701.68 50.00 


30,467.84 


14,923.48 
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ANNEX 2 


World Bank Loans and IDA Credits - Fiscal Year 1996 (July 1, 1995 - June 30, 1996) 


World Bank IDA Total 
Amount Amount No. Amount 
(millions of U.S. dollars) 

By area 
Africa @) 2,740.1 53 2,740.1 
East Asia and Pacific A252.2 palo. 46 5,420.1 
South Asia Mole 1,770.9 Pad 2,932.5 
Europe and Central Asia ye) ks 476.4 61 4,394.6 
Latin America & 

the Caribbean 4,047.2 390.3 54 4,437.5 
Middle East & 

North Africa WZ76h a kors) Zi Tocare 
Total 14,655.9 6,864.1 195 21,520.0 
By purpose 
Agriculture 1,160.3 1,416.4 ZOO 
Education 920.8 784.9 TO Sai 
Electric power and 

other energy 2,099.2 347.9 3,247.1 
Environment 348.1 36.8 384.9 
Finance 1,199.2 161.4 pou? 
Industry VAWAC 14.8 239.8 
Mining/Other extractive 570.8 109.0 679.8 
Multisector 906.3 758.6 1,665-9 
Oil and Gas 30.0 DSS HOL0 
Population, health and 

nutrition Pago, 2 858.2 2,303.4 
Public sector 

management 1,036.0 943.1 1,938.4 
Social sector 240.0 554.5 794.5 
Telecommunications/Informatics 35.0 = 35.0 
Transportation 2,290.9 Soot Zt Taro 
Urban Development 632.0 236.5 868.5 
Water supply and 

Sanitation WAS 80.7 809.8 


Total V4;659.9 6,864.1 21,520.0 


BRETTON WOODS AND RELATED AGREEMENT ACT — 1996 
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ANNEX 3 


World Bank Loans and IDA Credits to Developing Countries 


World Bank IDA Total 
No. Amount No. Amount No. Amount 


(millions of U.S. dollars) 
By Fiscal Year! 


Cumulative to 1968 549 11,418.1 116 1,831.8 665. ~-"13,249'9 
Total 1969-1973 374 Dd haat 213 RRR c) 647 = 12,849.4 
Total 1974-1978 666 24,312.93 376 7,947.4 1,042 32/3)9.7 
Total 1979-1983 rita 44,908.0 518 16,368.1 220" JST 27on 
1983-1984 129 11,947.2 106 3/07 3:0 23679 1522.2 
1984-1985 13] 11,356.3 105 3,028.1 236 = 14,38 4.4 
1985-1986 131 13ults.8 a7 3,139.9 228  16,418.7 
1986-1987 127 14,188.2 108 3,485.8 235 ey 1 7,674.0 
1987-1988 118 14,762.0 gg 4,458.7 217 ™ 1922007 
1988-1989 119 16,433.2 106 4,933.6 229 214600,8 
1989-1990 Pal Ont oy. 101 S,022,0 222. -2ZOeol 
1990-1991 126 10/392,2 103 Le BP a0 Re) Z29-  “22Z,885.0 
1991-1992 2 jeopilbelen®) 110 6,549.7 Zee) ) edo 
1992-1993 122 16,944.5 i2s 6,751.4 245 23,6959 
1993-1994 124 14,243.9 104 6,592.1 228 » 20,836.0 
1994-1995 134 16,852.6 108 5,909.2 242 «6 22,52).8 
1995-1996 129 14,656.0 iy 6,864.0 206 _21,820.0 
Total ys Va) 280,906 2,680 96,94 1.9 6,603 377,848.5 


1 Fiscal years are those of the World Bank Group (July 1 to June 30). 
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ANNEX 4 


Disbursements by the World Bank and IDA Borrowers - 


Goods and Services from Canada - to June 30, 1996 


World Bank IDA 
Amount Amount 
(millions of U.S. dollars) 
By calendar year 
Cumulative to December 1960 sero 
1961 8.2 - 
1962 7) - 
1963 5.6 7.4 
1964 47 1.8 
1965 5.4 Za, 
1966 11.6 Sys 
1967 ore 14.7 
1968 6.3 7.8 
1969 44 TL0 
1970 7.6 Re! 
1971 rlislpall (Efe 
1972 Oke 23 
1973 12.4 Sal 
1974 15:8 8.4 
1975 22 15.0 
1976 Ze 10.8 
1977 34.5 48 
1978 26.1 565 
1979 44.4 8.1 
1980 ; Bilis) 1,0 
1981 94.3 14.5 
1982 LO 76 
1983 82.3 26.9 
1984 92.6 54.3 
1985 94.3 39.7 
1986 184.8 46.8 
1987 (Jan.-June) 92.8 23.4 
1988 FY 1988 (to June 30, 1988) 182.1 47.4 
FY 1989 197.0 45.0 
FY 1990 164.0 41.0 
FY 1991 139.0 34.0 
FYS1992 Ile 38.0 
FY 1993 510 41.0 
FY 1994 1150) 69.0 
FY 1995 2310 48.0 
FY 1996 169.0 56.0 
Total 2,496.0 738.0 
Per cent of total disbursements 2.29 {Lt31 
Per cent of FY 1996 disbursements 2.48 Zils 


Aq 


Total 
Amount 


133.9 
8.2 
3a? 

13.0 
6.5 
8.1 

16.9 

ee 

14.1 

15.4 
8.9 

1 8: 

T2:6 

Wee 

24.2 

Sel 

30,0 

Sos 

31.6 

52.5 

Dod 

108.8 

92:6 

109.2 

146.9 

134.0 

25126 

i162 

Zon 

242.0 

205.0 

L730 

169.0 

192.0 

184.0 

171.0 

225.0 


3,234.0 


2.16 
2.90 


Sd 
EN 
ol ae 


Publicetions 


REPORT ON 
OPERATIONS UNDER 


THE BRETTON WOODS 


AND RELATED 


AGREEMENTS ACT 


1997 


Od 


Canada 


REPORT ON 


OPERATIONS UNDER 


THE BRETTON WOODS 


AND RELATED 


AGREEMENTS ACT 


1997 


Prepared by: 
International Trade and Finance Branch 
March 1998 


c Department of Finance Ministére des Finances 
iv Canada Canada 


Copies of this report, published annually by the 
Department of Finance, may be obtained from: 


Distribution Centre 
Department of Finance 
300 Laurier Avenue West 
Ottawa, Ontario 
K1A OG5 
Telephone: (613) 995-2855 
Facsimile: (613) 996-0518 


Also available on the Internet at 
http://www. fin.gc.ca/ 


Cette publication est également disponible en francais. 


® 


TABLE OF CONTENTS 


iabesie hie tte) 8 SE Ran RT ea ect eon ee ee cee Peer onan e. 
irate hraniorcaty UNG Geese i ch teen, ba ae) eae ed eel eal. re 
EU) eh on osha Sti ee a Re I Ge Me A 7 
mete it ea 0) INE yec.c5 ocku cy sss osada ccsetyiscccativecssneenccche tasers <, meat ) 
aN eV NO TSI) 1 II 7 dis «dass ose andnnc oa'sasmanacuitsisank«snavecs cvtdnaedescasreauec: 16 
Managing Canada’s Interests at the IMF ..1...:s:s:sccesvevesevavevensvesvsvessvsevecseceess 17 
SNe et ead PoOLIGIEITIOND. suis vcieowils daeliseer dado Sedulis Ey adele RE odew ash ostecdin 18 
Nae tem Ba Fas 26 ea acres g sks Scak oi Peace de 20 
ib REE Se MI REAMESERI Ser Eerste cue dd Nex AUST id Ga aaaitns ego cpic eave cae cacviit suns ee acchie 20 
NM eM iat Tad Oy ORGS Ue ds nto pee ns ch ig ei ev ON a cad Sek os sna Soa 20 
ane = rnonues- atthe Wore Banking ic kieran ni eli ikieeess 24 
ears ren Pel srroGatss I Wl O/ oe tiy crite ras. sevesiedsoersciiseshaveuicnsolukaracts oe ieee 31 
Administrative Efficiency and Cost-Effectiveness...........ccccscccsecccueceeesesescues 32 
Managing Canada’s Interests at the World Bank............cccccccseeeeceeeeeeeeeeeuees 32 
ene ee erOOurernent. at 1G VVONC. BANK vesssiecareossapssveveserensvaiceacdsscventomares 34 
be MMs eRe ATR UION as sercadas. vss nvaensisc usksapmcmenceusenvewaarit heey reeks 37 
BOM ae SAE RCHDS pecans oP kaon she bo Ga a8 ni fis od usleabtdacded teeta teuas svxvbacaleuaenmeretaemts 39 
USTLUS DUET iat shai rt pin ls oie a a Re ne i ana ft Beattie dR 39 
a Ne NMC RT nea a Pe gh 5 cas Cds 24h wiihans nal on valoda Sega cne onus Aivaanesooud Gov eeaseS OO 39 
Sees eR TEIACIE OOOTOMS <a issaisccse'venn vsstsanauslevs sub t¥ancndipd eens op adhesin heaven toes 4O 
ME ee Pa Ae ML AECP ENN Se es ce san) «aires ew Viviun JesuASeeod tad owravn usec ivacueannavasbabech is 40 
Annexes 

emer esa UNC TIC) ALT ICI PION ICS 05 sina vstny ss annie s daa eransnnbaamoddeteacnveueh oxy tax’ 43 
Evo aang. cag ALA Crecitey, «visitas cus cnkse) hoate rageleneves cabarr eee ay sre 45 
3. World Bank Loans and IDA Credits to Developing Countries .............066. 46 
4. Dibursements by the World Bank and IDA Borrowers ............ccceeeeeeee ees 47 


AGA AAC AEA Ea )l1W] l’»3W00WwWWwWa0e"™]350 | 0000... ww SSNS 


a 
74 @e4 Vm! 4 . 


= * eethigetiy fee Fa saa ee bi nee 


ee ee ee 


oe 
; as ea ce ALA Il Lah ee ae ~ ae | oor ae oO 4 i ol 
ie i : 
fm : 7e ie a) 7 i s 7 
> 1@e0 ae 400 (dh) « sacegeas oeniye pi ERS Byte « of 0 890 - utiiy 
0 i : 
i ‘ 
i , ' b> st Freee aa it ’ 


aS ay . a strani a nna i % wap here 4 
<7 as 7 hi © fy wee ae ae @6 pies 1 oe re “TOE 


‘ 


i I ing PETES ED Bes ranch ain 


sa a a inal Oran delete ater ary fame oe 
~ _.fgeeaahadl Wigly A003 46 inating fm 


- 2 fi ofan etna OS ee a ES eS ween 


e. eee Sooty ee aes oir a vi 


INTRODUCTION 


The Bretton Woods institutions — the International Monetary Fund (IMF) and 
the World Bank — were founded at a conference held in Bretton Woods, 

New Hampshire, in 1944. The IMF was established to promote the smooth 
functioning of the international monetary system, encourage international 
trade and capital movements, and support high rates of sustainable economic 
growth. The IMF (or the “Fund” in the following) has become the central 
institution in the international monetary system. It exercises a surveillance 
function by monitoring members’ economic policies, provides policy advice 
and extends short- and medium-term financial assistance to countries 

faced with balance of payments and other economic difficulties. 


The World Bank’s goal is to help raise living standards and to promote 
sustainable development in developing countries. As the premier development 
institution in the world, it provides a wide range of assistance to developing 
countries, including lending for projects, technical assistance and structural 
economic policy advice. The World Bank Group is comprised of four 
organizations: the International Bank for Reconstruction and Development 
(IBRD), the International Development Association (IDA), the International 
Finance Corporation (IFC) and the Multilateral Investment Guarantee Agency 
(MIGA). The IBRD and IDA together are commonly referred to as the 

“World Bank” (or the “Bank” in the following). The IDA is the component 
that provides assistance to the world’s poorest developing countries. 


Canada is the eighth largest member of the Fund and Bank after the 
six other Group of Seven (G-7) countries and Saudi Arabia. Canada’s 
formal participation is authorized under the Bretton Woods and Related 
Agreements Act. Under Section 13 of the Act, it is stated that: 


“The Minister of Finance shall cause to be laid before Parliament, 
on or before March 31 next following the end of each year or, if 
Parliament is not then sitting, on any of the first thirty days next 
thereafter that either House of Parliament is sitting, a report 
containing a general summary of operations under this Act and 
details of all those operations that directly affect Canada, including 
the resources and lending of the World Bank Group, the funds 
subscribed or contributed by Canada, borrowings in Canada and 
procurement of Canadian goods and services.” 


The sections that follow review the activities and operations of, first, the 
IMF and then the World Bank for the year 1997. A final section deals with 
issues common to both institutions. The annexes contain detailed 
numerical summaries of the year’s activities. 
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Roles of the IMF and the World Bank 


International Monetary Fund 


= Oversees the international 
monetary system and 
promotes international 
monetary co-operation. 


Promotes exchange stability 
and orderly exchange relations 
among member countries. 


Provides short- to medium-term 
financial support to members 
facing balance of payments 
difficulties. 


Draws its financial resources 
primarily from the quota 
subscriptions of its members. 


World Bank 


Promotes economic 
development and structural 
reform in developing countries. 


Assists developing countries 
through long-term financing 
of development projects 
and programs. 


Provides special financial 
assistance to the poorest 
developing countries through 
the International Development 
Association (IDA). 


Stimulates private enterprises 
in developing countries 
primarily through its affiliate, 
the International Finance 
Corporation (IFC). 


Secures most of its financial 
resources by borrowing on 
international capital markets. 


BRETTON WOODS AND RELATED AGREEMENT ACT — 1997 


INTERNATIONAL MONETARY FUND 


Overview 


Canada is an open economy that is highly dependent on foreign trade 

and financial flows. Consequently, Canada has a major stake in a strong 
international monetary system that promotes the free movement of goods, 
services and financial assets. The IMF is important to ensuring a sound world 
financial system and broad-based sustainable economic growth through 
assistance to countries experiencing unsustainable external imbalances 

and related economic difficulties. 


Benefits of Membership 
IMF membership provides a number of specific benefits. 


e The Minister of Finance is a Governor of the Fund and has an Executive 
Director on its 24-member Executive Board. This representation allows 
Canada to have a high-level influence on decisions taken by the IMF on 
specific country assistance programs and major issues affecting the 
world financial system. 


e The IMF, through its regular surveillance of member country economies, 
provides Canada with an independent source of policy advice on 
macroeconomic policies and engages in regular dialogue on these policies 
with Canadian officials at Finance Canada and the Bank of Canada. 


e The efforts of the IMF to ensure debtor countries abide by their obligations 
under Fund support programs help ensure that they repay Canadian 
bilateral loans and use our bilateral development assistance effectively. 


e Canada earns a financial return on its financial position in the IMF. 


e Were Canada ever to experience severe balance of payments difficulties, 
it would have the right to approach the IMF for financial assistance. 
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How the IMF Works 


The IMF works like a credit union. It has a large pool of resources that it 
makes available in several ways to help members finance temporary 
balance of payments problems. 


Members provide resources to the IMF determined by “quotas” reflecting 
each country’s relative importance in the world economy. A country’s 
quota in turn helps determine the amount of Fund resources that it may 
use if it experiences economic difficulties. At the end of 1997, the total 
quotas for the Fund’s 182 members was SDR1 145.3 billion. 


A member country uses the general resources of the IMF by making a 
purchase (drawing) of other members’ currencies with an equivalent 
amount of its own currency. A member repurchases (repays) its own 
currency from the IMF with other members’ currencies over a specified 
period of time and with interest. In this way, a member country receives 
credit from other members. 


Members seeking financial assistance can draw on a “reserve tranche” 
and four “credit tranches”, each amounting to 25 per cent of their quota. 
For access to resources beyond the first credit tranche, the member and 
the IMF have to reach a mutual agreement on a set of economic 
measures and reforms aimed at removing the source of the country’s 
balance of payments difficulty and creating the conditions necessary for 
sustainable non-inflationary growth. 


Depending on the severity of the problem, these measures are agreed as 
part of a “Stand-by Arrangement” (SBA) or an “Extended Fund Facility” 
(EFF). Stand-by arrangements typically last 12 to 18 months while 
extended arrangements generally run for three years. Drawings of the 
higher tranches are generally spread over the duration of the arrangement. 
Emergency financing for countries in crisis situations, which could spill 
over to other countries, is available through the recently created 
Supplemental Reserve Facility (SRF). 


Members can also use financial facilities created for specific purposes, 
including the Compensatory and Contingency Financing Facility (CCFF) 
which provides financial support to members experiencing temporary 
export shortfalls or other unforeseen adverse external shocks. 


Concessional financing to low-income developing countries under the 
Structural Adjustment Facility (SAF) and the Enhanced Structural 
Adjustment Facility (ESAF) is made available in the form of low-interest 
loans with extended maturity periods. 


1 The SDR is the standard unit of account for the IMF’s operations. It represents a 
weighted basket of five major currencies — the U.S. dollar, the German mark, the 
Japanese yen, the pound sterling and the French franc. At the end of 1997, the 
exchange rate was SDR 1 = C$ 1.93. 
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Canada’s Priorities at the IMF 


Global Economic and Financial Stability 


A key objective is to ensure that the IMF is able to cope with the emerging 
needs of the world economy and can deal with any new crises that might 
arise such as, for example, that which affected Mexico in late 1994. This 
requires that the Fund move quickly to adapt its lending facilities and policies. 
Discussions continued during 1997 on a number of initiatives which were 
advanced at the G-7 Economic Summit in Halifax. The key elements of 
these proposals were directed at: 


e identifying problems before they reach crisis proportions through a 
strengthening of the IMF’s surveillance of national policies and financial 
market developments and through fuller disclosure of this information 
to market participants; and 


¢ ensuring that the Fund has adequate resources for its regular lending 
operations through consideration of an Eleventh General Review of 
Quotas and has adequate liquidity to respond to financial emergencies 
through a doubling of the resources currently available under the IMF’s 
General Arrangements to Borrow. 


As follow-up to these recommendations, the Executive Board of the Fund 
initiated action two years ago in a number of areas. The financial crisis that 
engulfed countries in Asia in 1997 and the ongoing challenges posed by an 
increasingly integrated global economic system reinforced the importance 
of the Fund carrying through with these initiatives. 


Asian Financial Crisis 


For many years prior to 1997 the East Asian economies had among the 
highest growth rates in the world, supported by relatively low inflation, sound 
government balances, and high savings and investment rates. This attractive 
combination drew high levels of foreign capital inflows into the region, and 
these were further encouraged by relatively inflexible exchange rates that 
appeared to minimize currency risk. More recently, however, problems began 
to emerge. In several countries, export growth slowed and asset prices fell 
sharply. Trade competitiveness suffered as the U.S. dollar, to which currencies 
were linked, rose against the Japanese yen, a major purchaser of the region’s 
goods. In the end, the large capital inflows proved to be too much for the 
region’s underdeveloped financial systems to handle. Rapid expansion of 
domestic credit was increasingly channelled into unproductive investments 
and, as businesses faltered, bank portfolios deteriorated as well. As the 
problems accumulated, domestic and foreign participants alike began to 
move their assets elsewhere. 


Against this background, Thailand was forced to let the baht float on July 2. 
Its value began to plummet rapidly, and the currencies and stock markets 
of Malaysia, Indonesia and the Philippines came under pressure as well. 
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In early August, Thailand was forced to seek IMF financial support, and a 
US$17.2 billion package was arranged. This included US$3.9 billion from 
the Fund, plus large contributions from the World Bank, Asian Development 
Bank and bilateral donors. 


IMF-Led Packages for Thailand, Indonesia and Korea 


Contributions (in billions of U.S. dollars) 

Donor Thailand Indonesia Korea 

IMF 3.9 10.0 2A 
(505% of quota) (490% of quota) (1939% of quota) 

World Bank TA 4.5 10.0 


Asian Development ice lS) 4.0 
Bank 


Bilateral donors 10.6 A, 23535 
Total Uh = 41.2 S{8).S1S 


But despite this international support, confidence did not return to the region. 
The continuing turmoil led the Philippines to delay its exit from a US$1 billion 
extended arrangement with the IMF, which was established in 1994. In 
October, Indonesia also sought an IMF stand-by arrangement, despite the 
apparent absence of an imminent balance of payments crisis. It was hoped 
that the resulting US$43 billion stabilization package (over half of which is a 
‘second line of defence’ of bilateral aid) would restore investor confidence in 
the country and halt the contagious effects sweeping the region. 


However, the crisis continued to spread and, towards the end of 1997, 

it engulfed South Korea, the world’s eleventh largest economy. Despite a 
richer and more advanced economy than those in Southeast Asia, Korea 
suffered from similar effects of a weak financial system. Confidence in the 
economy eroded quickly in November and foreign capital fled, leaving Korea 
with little option but to seek international support. In early December, a 
US$58 billion package was announced (with a US$23 billion second line 

of defence, to which Canada has pledged US$1 billion). A deal reached in 
January with international creditors to reschedule a portion of its short-term 
debts further bolstered Korea’s external financing position. 


Throughout the crisis, the IMF and its financial packages have taken centre 
stage in the international response. In each of the three main countries 
affected, both bilateral and multilateral donors made the acceptance of an 
IMF-designed program of comprehensive reform a prerequisite to the 
provision of financial support. Moreover, the packages have been unusually 
large in relation to the recipient countries’ quotas. 
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Far-reaching structural reforms have been at the heart of all three programs, 
along with the requirement of tight monetary policy aimed at stabilizing 

the local currency. Also, government budget shortfalls have been kept to 
aminimum. In each program, there has been an emphasis on financial 
sector restructuring which has led to the closure of weak banks and 
finance companies, along with steps to improve regulation, supervision and 
accounting transparency. Additional measures specific to the individual 
countries have also played an important role. Indonesia has been required 
to carry out extensive deregulation of several markets, while Korea’s program 
has focused on capital account liberalization and reform of the chaebol 
(major corporate conglomerates). 


Thus far, both Thailand and Korea have made substantial progress in 
implementing their programs, while the situation in Indonesia remains more 
tenuous. Although a difficult period of adjustment lies ahead, it is hoped that 
the IMF-mandated reforms will help the region once again achieve the 
dynamic growth that it has enjoyed in the past. 


Provision and Publication of Data 


Following the Halifax Summit, the Fund also initiated work on new data 
standards to better inform markets of financial and economic developments 
and strengthen Fund surveillance. Countries that are capital market borrowers 
are now making comprehensive data available to the public on a timely 
basis under the IMF’s “Special Data Dissemination Standard” established in 
April 1996. Information on the statistical practices of members subscribing 
to the new standard is posted on the IMF’s Data Dissemination Standards 
Bulletin Board (DSBB) on the Internet (http://dsbb.imf.org). Canada was one 
of the first countries to subscribe to the new standard, and information 

on Canada’s statistical practices is posted on the DSBB at 
http://dsbb.imf.org/country/cancats.htm. 


The recent developments in Southeast Asia demonstrated additional 
shortcomings in the public availability of data on external debt and 
international reserves with regard to forward operations and the usability of 
reserves. Disclosure of information on the financial situation of commercial 
banks was also problematic. At the urging of Canada and other members, 
the IMF is examining ways to expand the Special Data Dissemination 
Standard to improve coverage of these areas. 


Agreement was reached in 1997 on a less demanding general standard 

for all Fund members . The General Data Dissemination System will focus on 
improving data quality within a statistical framework that takes into account 
the diversity of members’ economies and the developmental requirements of 
their statistical systems. 


New Arrangements to Borrow (NAB). At the Halifax Summit, the Group of 
Seven asked the Group of Ten (G-10) and other countries with the capacity to 
support the international monetary system to develop financing arrangements 
aimed at doubling the amount of resources currently available under the 
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General Arrangements to Borrow (GAB) (a credit arrangement which 
backstops the IMF’s regular resource base). A G-10 Working Group, chaired 
by Canada, undertook consultations with potential new participants. 


The Fund’s Executive Board approved the New Arrangements to Borrow in 
early 1997 effectively doubling the resources, or credit, Currently available 

to the IMF through the GAB. The resources will be provided by the G-10 
countries, other industrial countries and a group of key developing countries 
judged to have the capacity to support the international financial system. The 
broader participation of the NAB underlines the changing nature of the global 
economy and the willingness of emerging economies to share responsibility 
for managing the international monetary system. The Asian financial crisis has 
given impetus to ratification of the arrangement by participants so that the 
NAB can become operational. 


New Arrangements to Borrow 


The main features of interest of the New Arrangements to Borrow 
(NAB) are: 


m participating countries will make loans to the IMF when supplementary 
resources are needed to forestall or cope with an impairment of the inter- 
national monetary system, or deal with an exceptional situation that poses 
a threat to the stability of the system; 


25 countries have agreed to lend up to SDR 34 billion (about 
Can$66 billion) to the Fund in the case of financial emergencies; 


Canada’s share in the arrangement is 4.1 per cent, in the form of acommit- 
ment to provide non-budgetary loans to the IMF from its international 
reserves; 


the NAB will enter into force when it has been ratified by potential 
participants with credit arrangements amounting to no less than 
SDR 28.9 billion, including the five members with the largest credit 
arrangements; and 


the NAB does not replace the General Arrangements to Borrow (GAB), 
which will remain in force. However, the NAB will be the first and principal 
recourse of the IMF in the event of a need for supplementary resources. 
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Quota Review 


The Fund must have adequate resources to maintain its effectiveness as 

a monetary institution addressing temporary balance of payments problems 
through support of sound adjustment policies. Reviews of Fund quotas are 
conducted at regular intervals to replenish its regular or quota-based 
resources. The last quota increase came into effect in 1992. 


The IMF reached agreement under the Eleventh General Review last 
September on a 45-per-cent increase in IMF quotas to SDR 212 billion 
(US$287 billion). Seventy-five per cent of the overall increase will be 
distributed among all members in proportion to their existing quotas. The 
balance of the increase will be distributed so as to better align members’ 
quotas with their relative positions in the world economy. The new quotas 
will come into effect when members having 85 per cent of total quotas 
ratify their increased quotas. 


SDR Allocation 


For anumber of years, the IMF has been examining ways to help redress 
inequities in the present distribution of SDRs arising from the fact that a 
number of new members, including Russia and the other former centrally 
planned economies, have not participated in previous allocations. At the 
IMF/World Bank annual meetings in September 1997, IMF Governors 
approved a special one-time allocation of SDR 21.4 billion that will ensure 
that all members receive an equitable share of cumulative SDR allocations. 


The one-time allocation, which requires an amendment of the Fund’s 
Articles of Agreement, will double the amount of SDRs already allocated. 
The allocations to be provided to member countries will establish a 
common “benchmark” of cumulative allocations to present quotas. 


Special Drawing Rights (SDRs) 


= The SDRis an international reserve asset created by the IMF and allocated 
periodically to its members as a supplement to their foreign currency and 
gold reserves. 


A general SDR allocation requires a determination by the IMF Board of 
Governors that there is a global need to supplement existing reserve 
assets. 


SDRs were first allocated to members in 1970. There have been two other 
general allocations, the most recent undertaken in 1981. The outstanding 
stock of SDRs currently totals SDR 21.4 billion. 
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Canada has received allocations totalling SDR 779.3 million. Following 
the special one-time allocation, Canada’s allocations will increase to 
SDR 1,266.5 million. 


Transparency and Accountability 


Greater information on the activities of the IMF contributes to greater public 
understanding of the institution. For this reason, Canada has supported 
measures to enhance the transparency and accountability of the Fund’s 
operations. The Fund has responded to the concerns of members for 
ensuring transparency by making available significantly more information on 
its activities. This includes publication of country reports, increased coverage 
of the Fund’s annual consultations with member countries, and opening of 
the archives for documents that are more than 30 years old. 


In May 1997, the IMF inaugurated a new series of Press Information 

Notices (PINs) that provide background information on a member country’s 
economy and the IMF’s assessment of the country’s policies and prospects. 
PINs are issued at the country’s request following the conclusion of the Fund’s 
regular consultation with the member. Canada’s first PIN was published 
February 19, 1998. 


In 1997, the IMF also concluded an internal staff review of the experience of 
reform programs under the Enhanced Structural Adjustment Facility (ESAF). 
The study found that progress has been uneven. On the positive side, fiscal 
imbalances have been reduced, helping to reduce inflation; price liberalization 
and structural reforms have taken hold; declines in per capita income growth 
rates have been arrested; and social indicators have improved. However, 
stronger macroeconomic and structural policies are needed to enhance 
growth with improved living standards and to accelerate progress toward 
external viability. The report was made publicly available in February 1998. 


Canada has placed great importance on the establishment of an independent 
evaluation process which can impartially assess IMF activities on a regular 
basis. In this context, the IMF launched an evaluation by independent external 
experts of several aspects of ESAF-supported programs. The evaluation 
concentrated on three topics: developments in countries’ external position 
during ESAF-supported programs; social policies and the composition of 
government spending during ESAF-supported programs; and the effect of 
countries taking “ownership” of ESAF-supported programs. The experts 
completed their report in early 1998. Canada will be pressing to make this 
report publicly available as soon as possible. 
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How to Access Information from the IMF 


The IMF’s Publication Services provides a wide variety of Fund documents 
on the policies and operations of the IMF as well as world financial and 
economic developments. These include: 


IMF Annual Report; 

World Economic Outlook; 

IMF staff country reports; 

International Financial Statistics; 

Annual Report on Exchange Arrangements and Exchange Restrictions; 
press releases; and 

IMF Survey. 


The Publications Centre is located at 700 — 19th Street N.W., 
Washington, D.C. 20431, U.S.A. Phone: (202) 623-7430; fax: (202) 
623-7201; Internet address: publications@imf.org. 


In addition, a vast array of Fund information — including fact sheets, press 
releases, speeches, IMF Survey, annual reports, World Economic Outlooks, 
staff country reports, and working papers — is available on the Fund’s 
public web site at http://www.imf.org 


Governance 


A significant initiative in 1997 was the adoption of guidelines regarding the role 
of the Fund in issues of governance. The guidelines (News Brief 97/15 on the 
Fund’s web site) reflect the increased importance that Fund members place 
On good governance and support a more active Fund approach in advocating 
policies and administrative practices that reduce the opportunity for corruption 
in the management of public resources. 


Capital Account Liberalization 


With the rapid growth of international capital markets, many countries have 
been liberalizing the capital account of their balance of payments. At its spring 
1997 meeting, the Fund’s Interim Committee (which is a twice-yearly meeting 
of IMF Governors who have representatives on the Executive Board) agreed 
that the IMF is uniquely placed to promote the orderly liberalization of capital 
movements. The Committee therefore proposed that the promotion of capital 
account liberalization be recognized as a specific purpose of the Fund in the 
Articles of Agreement. 


In September, the Interim Committee supported further work on the orderly 
liberalization of capital movements as a prelude to an amendment of the 
Fund’s Articles. Canada has emphasized that appropriate safeguards, 
transitional arrangements and approval policies will be required to ensure 
orderly progress toward capital account liberalization. We have also strongly 
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argued for close co-operation with other international institutions, such 

as the World Trade Organization (WTO) and the Organization for Economic 
Co-operation and Development (OECD), to ensure that the Fund’s role is 
consistent with the work underway in these fora. 


Lending Developments in 1997 


A core activity of the Fund is to provide short- and medium-term financial 
assistance to members faced with balance of payments difficulties. The 
objective is to enable countries facing such difficulties to correct temporary 
payments imbalances with a minimum of disruption to the international 
monetary system. The provision of financing from the IMF, and the additional 
financing that an arrangement with the Fund often attracts from other sources, 
enables countries to undertake smoother economic adjustment. 


At the end of 1997, the IMF had lending arrangements worth SDR 43.5 billion 
in place for 60 member countries (Gee Annex 1). Drawings by these countries 
in 1997 almost tripled from the 1996 level to SDR 16.8 billion. The sharp 
increase in lending was primarily the result of drawings by members affected 
by the Asian crisis. 


Table 1 
IMF Resource Flows 
1996 1997 
(in SDR billions) 
Total Purchases 6.0 16.8 
Of which: 
Stand-by Arrangements a5) 13.2 
Extended Fund Facility 2.6 2.8 
Compensatory and Contingency Financing Facility 0.2 0.1 
Structural Adjustment Facility and 
Enhanced Structural Adjustment Facility Ox7. 0.7 
Total Repurchases on Sw 
Net Purchases 0.9 a ba lea 


Korea, Indonesia and Thailand all made large drawings under stand-by 
arrangements. 


In late 1997, Korea became the first member country to receive assistance 
under the recently approved Supplemental Reserve Facility (SRF). The 
establishment of the SRF followed a November 18-19, 1997 meeting in 
Manila of 14 Asia-Pacific economies, including Canada, to discuss the 
evolving crisis in Asia. To strengthen the capacity of the IMF to carry out its 
responsibilities, the Manila Agreement adopted at the meeting urged the IMF 
to examine the establishment of a short-term lending facility that would take 
account of the increased scale of private capital flows and the size of potential 
financial problems. The SRF addresses crisis situations which could spill 

over to their countries. 
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In 1997, lending increased slightly under the Extended Fund Facility (EFF) — 
mainly to Russia and the Philippines. Large credits were also provided to 
Algeria, Argentina, Bulgaria, Ukraine and Peru under stand-by and extended 
arrangements. Lending rose slightly under the IMF’s concessional facility, 
the Enhanced Structural Adjustment Facility. 


Bulgaria was the only country to make a drawing under the Compensatory 
and Contingency Financing Facility (CCFF), one of the Fund’s other special 
purpose facilities. 


Managing Canada’s Interests at the IMF 


The Minister of Finance is Canada’s Governor at the IMF and is responsible 
for the management of Canadian interests at the Fund. The Minister exercises 
influence on IMF issues through interventions at the spring and fall meetings 
of the Interim Committee, his plenary speech at the IMF/World Bank annual 
meetings and through periodic meetings with the Managing Director of the 
Fund. (The Minister’s speeches are available on Finance Canada’s home 
page located at http://www.fin.gc.ca.) The Governor of the Bank of Canada 
is Canada’s Alternate Governor of the IMF. The Governor also attends the 
spring and fall meetings of the Fund. 


The management of Canada’s interests in the ongoing work of the IMF is 
delegated by the Governor to the Executive Director, Thomas A. Bernes, 
Canada’s representative on the Executive Board. Mr. Bernes is one of 

24 Executive Directors. In addition to Canada, he represents 11 other 
countries (Ireland and 10 Caribbean countries) which form a constituency 

at the Executive Board. Of the 24 members of the current Executive Board, 
12 are from developing or transition countries and 12 from industrial countries. 
As the main decision-making body of the Fund, the Board normally meets 
three times a week. 


The Department of Finance co-ordinates Canadian policy advice on IMF 
issues and Canada’s operational interests in the IMF. The Bank of Canada 
also works closely with the Department of Finance in providing advice on 
issues of interest to Canada’s Executive Director. Other involved departments 
and agencies include Foreign Affairs and International Trade Canada (FAITC) 
and the Canadian International Development Agency (CIDA). Within the 
Department of Finance, the International Finance and Economic Analysis 
Division is specifically responsible for conducting analyses and preparing 
advice on the policy issues and specific country programs that are brought 
before the Executive Board. 


Parliament is informed of the activities and operations of the Bretton Woods 
institutions through the tabling of the Annual Report on the operations of the 
Bretton Woods institutions, the communiqués of the Interim and Development 
Committees and by appearances of the Canadian Executive Directors and 
departmental officials before parliamentary committees. 
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Canada’s Voting Record 


Since most decisions at the Fund are taken on a consensus basis, formal 
votes by Governors and the Executive Board are rare. Canada attempts 
to influence the development of Fund policy proposals before they are 
brought to the Board (often through the circulation of memoranda outlining 
Canadian positions) or to influence other members in the course of 
Board discussions. In 1997, Canada abstained on the vote to increase IMF 
staff salaries. 


Canada’s Office at the IMF 


In addition to the Executive Director, Canada’s office is staffed by a Canadian 
advisor and two technical assistants. Ireland staffs the Alternate Director’s 
position and the Caribbean countries occupy a second advisor’s position. 


Structure of the Executive Director’s Office 


Executive Director: Thomas A. Bernes 
Canadian Advisor: Mostafa Askari 


Canadian Assistant: Jeff Chelsky 


Canadian Assistant: Christoph Duenwald 
Phone: (202) 623-7778; Fax no: (202) 623-4712 
Address: 11-100, 700 19th Street, N.W. Washington, D.C. 20431 USA 


The primary responsibility of the Executive Director’s Office is to represent the 
interests of Canada and the other members of the constituency at the Fund’s 
Executive Board. The Office participates in the Board discussions of a wide 
variety of policy, operational and administrative matters, including surveillance 
issues and country assistance requests and reviews. 


Canada’s Financial Participation 


Canada’s financial participation in the IMF consists primarily of its quota 
subscription. Canada’s quota is SDR 4,320.3 million, or about 3 per cent 
of total quotas. Our quota subscription is a government asset which we 
make available to the Fund partly in Canadian dollars and partly in reserve 
currencies, such as U.S. dollars or SDRs. These latter non-Canadian dollar 
amounts continue to be part of Canada’s foreign exchange reserves. As an 
asset, Canada’s quota subscription is not recorded as an expenditure item 
in the budget of the Canadian government. 
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Only a tiny portion of the Canadian dollar part of our subscription is actually 
held in cash by the IMF. The balance is held by the Bank of Canada (in the 
form of demand notes) which are available to the Fund in the event it needs 
to draw upon additional resources. Canada earns interest on its quota 
subscription when the Canadian dollar is used in Fund lending operations — 
i.e. drawn by other member countries. In 1997, Canada received SDR 

20.4 million on its net creditor position in the IMF. Canada’s quota will increase 
to SDR 6,369.2 million when the new quotas agreed under the Eleventh 
Review are ratified. 


At the end of the year, Canada’s holdings of SDRs amounted to 

SDR 834.3 million, or 107.1 per cent of our cumulative allocation of SDRs. 
In 1997, Canada held SDRs in an amount greater than our allocation, and 
so earned net interest income of SDR 1.6 million2. This income, and the net 
income from our net creditor position with the Fund noted above, are paid 
into the Government of Canada’s Exchange Fund Account, adding to our 
foreign exchange reserves. 


Table 2 
Canada’s Financial Position in the IMF 


December 31, 1997 December 31 ae 996 


(SDR millions) 
Quota 4,320.3 4,320.3 
Fund holdings of Canadian 
dollars S.1504): 3,467.5! 
Reserve position in the Fund 1,167.32 852.82 


1 In accordance with Fund regulations, at least 0.25 per cent of Canada’s quota is held by the IMF 
in a Canadian dollar cash deposit at the Bank of Canada. The Fund’s remaining Canadian dollar 
holdings are in the form of non-interest-bearing demand notes, also kept by the Bank of Canada. 


2 This is the amount Canada is entitled to draw on demand from the IMF for balance of 
payments purposes. Our reserve position in the Fund is the result of both the portion of our 
quota subscription made available to the Fund over time in reserve currencies and the use of 
the Canadian dollar in Fund financial transactions with other members. As the name suggests, 
our reserve position in the Fund is a part of Canada’s official foreign exchange reserves. 


Last year, in line with earlier commitments, Canada made further contributions 
to the IMF’s Enhanced Structural Adjustment Facility. The facility provides 
financial support on concessional terms to low-income countries facing 
protracted balance of payments problems. Canada’s commitment to ESAF 

is aloan of SDR 500 million and a grant of approximately SDR 190 million. 

At the end of 1997, loan payments under these arrangements totalled 

SDR 368.1 million and subsidy contributions equalled SDR 79.3 million. 


2 When a member's holdings of SDRs is greater (lesser) than its cumulative allocation, 
that member (the Fund) receives interest on the difference. 
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Canada is also a participant in the General Arrangements to Borrow, the credit 
arrangement established by the G-10 industrial countries to supplement the 
Fund’s regular resources in the event of financial crises. Canada’s GAB 
commitment is the equivalent of SDR 892.5 million. This line of credit has not 
been used in recent years, but continues to provide an important backstop for 
the Fund’s operations in the event of a financial emergency. As noted above, 
Canada is also committed to participating in the New Arrangements to 
Borrow when the facility becomes effective. 


Challenges Ahead 


A key challenge for the Fund is to ensure that its mission meets the needs of 
an increasingly integrated global economic system. In addition, the Fund must 
continue to provide support to members with balance of payments problems, 
including the heavily indebted poor countries. To meet these challenges: 


e the IMF should examine how it can reorient its surveillance activities to 
better foresee, prevent and respond to liquidity and confidence crises 
of the type that have recently affected Asia; 


e the IMF must continue to make an effective contribution to a 
comprehensive debt strategy by ensuring that it has sufficient resources 
to continue to finance the Enhanced Structural Adjustment Facility for the 
benefit of the heavily indebted poor countries. The IMF must continue its 
efforts to establish a “self-sustained” ESAF to ensure low-interest loans 
with extended maturity periods are available for low-income countries; and 


e the IMF must devote close attention to the issue of how to achieve 
appropriate sequencing of capital account liberalization, with special 
emphasis on the priority of strengthening financial sectors and ensuring 
their adequate regulation and supervision. 


THE WORLD BANK 


Overview 


Membership in the World Bank affords Canada an important voice on key 
development issues in the world’s premier multilateral development bank. 
With 181 members and loans and credits to almost 85 developing member 
countries in fiscal year 1997, the World Bank has a far-reaching impact on 
global development. It assists members, both developing countries and 
countries in transition from planned to market economies, by providing 
concessional assistance and access to world financial markets for 
development purposes. In addition, it advises on policy issues crucial to 
improving members’ longer-term development prospects. In its 1997 fiscal 
year, the World Bank provided loans and credits to these countries of about 
US$19 billion (see Annex 2). In over 50 years of existence, it has provided 
more than US$397 billion in loans to the developing world (see Annex 3). 
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Many of the Bank’s members, both developing countries and countries 

in transition, continue to face a tremendous challenge in raising the living 
standards of their populations. However, the Bank’s support has been 
instrumental in transforming a number of countries from dependence towards 
greater self-reliance. Where countries have established an appropriate 
enabling environment, private capital is stepping in to play an increasingly 
important role in helping to finance future growth. The World Bank continues 
to play an important catalytic role in encouraging the use of private Capital 

for development. 


Bank Reforms Accelerate Further in 1997 


In his third year in office, President James D. Wolfensohn deepened his 
program of far-reaching reforms through his Strategic Compact in all areas 

of the Bank. The Strategic Compact was unanimously approved by the 
Executive Board in 1997. Priority was placed on improving results on the 
ground by enhancing the quality and impact of the Bank’s operations, through 
such means as decentralizing operations to the field. In fiscal year 1997, 

more than half of the Bank’s Country Directors were relocated to the regions. 
Further steps were also taken to make the Bank a more client-focused, better- 
managed and more responsive organization, better able to meet evolving 
global challenges. Canada is giving its strong support to President 
Wolfensohn’s efforts to bring about real change at the Bank. 


Responding to the Changing Global Environment 


Events in 1997 reinforced the importance of the Bank’s ongoing efforts to 
better adapt to the changing global environment. In particular, the volatility 

in the Asian financial markets underlined the need to strengthen the Bank’s 
work in supporting financial sector reform, as well as the need for a more co- 
ordinated approach among the international institutions and with the private 
sector in responding to financial market crises. To this end, the Bank took steps 
to expand its financial sector expertise, develop new products that can more 
quickly respond to crisis situations and enhance its work on crisis prevention. 


One key outcome was the decision to establish a Special Financial Operations 
Unit (GFOU) to help manage financial sector crises. In conjunction with this, 

a high level external Advisory Board is being created to provide feedback on 
the SFOU’s advice and operations. In order to prevent further financial sector 
distress, additional funding will be made available for strengthening financial 
systems in non-crisis countries and for reducing the negative impact of reform 
measures on the poor in crisis countries. 


Since July 1997, as part of the IMF-led international effort, the Bank has 
pledged US$16 billion in direct response to the crisis in Southeast Asia. This 
includes pledges of US$1.5 billion for Thailand, US$4.5 billion to Indonesia 
and up to US$10 billion for Korea. The Bank response to both Thailand and 
Indonesia is based on the use of standard loan operations aimed at both 
strengthening those sectors of the economy directly implicated in the crisis 
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and at identifying and assisting the governments in dealing with social 
impacts. In Thailand, the Bank is focusing on reforming investments and 
implementing a social action program for rural job protection and maintaining 
participation in the education sector. In Indonesia, the Bank program 
emphasizes macroeconomic stability, financial sector reform, competition 
policy, regulatory reform and the protection of low-income groups. The Bank 
is also assisting the government in a budgetary review with a view to 
increasing the government’s social spending. 


The crisis in Southeast Asia has also emphasized the need for responsive 
Bank lending. In Thailand and Indonesia, the Bank has shown a capacity to 
mount an extensive response under a tight deadline. The Bank’s response to 
Korea was developed to be both rapid and flexible. In this respect, the Korea 
Economic Reconstruction Loan, approved in December 1997, provided much 
quicker balance of payments assistance for a program of financial and real 
sector reforms and responded to the immediate need to overcome Korea’s 
liquidity problems, restore investor confidence and assist in the resolution of 
fundamental problems in the financial and real sectors. 


Other broader new lending instruments, the so called “adaptable lending 
products” were also introduced in 1997. There was a recognition internally, 

as well as externally among clients, that the Bank had to become more flexible 
and innovative in its delivery mechanisms in order to cut down on bureaucratic 
delays and to address emerging new developments. 


Adaptable Lending: New Investment Instruments 


To respond to the increasingly diverse demands of its clients, the Bank 
introduced two new lending instruments in 1997 — the Learning and 
Innovation Loan (LIL) and the Adaptable Program Loan (APL). 


The LIL is small and experimental in nature, usually less than 
US$5 million. It is designed to be used: 
m= when institutional capacities need to be strengthened; 


= in testing an uncharted but promising approach for which viable 
solutions have not yet been proven; and 


a in piloting apromising development effort based on initial work undertaken. 


The APL involves a series of loans, designed to provide assistance during 
times when development processes cannot be addressed through a single 
investment operation. They are intended to support a multi-year 
commitment, thus cutting down on the time needed to prepare new loans. 
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Benefits of Membership 


¢ Canada’s voting share of about 3 per cent in the World Bank gives us a 
seat on the Bank’s 24-member Executive Board and on the joint IMF/World 
Bank Development Committee. Canada has the opportunity, both at the 
Executive Board and in discussions with Bank staff, to provide direct input 
into the formulation of Bank policies and operational decisions. Canada and 
other shareholders provide the Bank with guidance to improve developing 
countries’ economic, social and environmental performance. 


e Participation in the Bank affords an opportunity to influence international 
development policy issues of concern to Canadians. Input into the 
Bank’s annual research report — the World Development Report (WDR) — 
provides an important vehicle by which Canada can influence the global 
debate on poverty, labour, health and the environment. For example, a 
broad spectrum of Canadian academics, non-governmental organizations 
(NGOs), research institutions and government officials met in Ottawa in 
early 1997 with the Bank’s chief economist and his staff to provide input 
into the 1997 WDR on “The Changing Role of the State”. This report 
examined how to enhance the institutional capacity of the state to provide 
more effective management and to better implement social and 
economic reforms. 


e Canada benefits from the Bank’s leadership role in bringing together donors 
to respond quickly to emergency situations in countries in post-conflict 
situations. For example, Canada and other donors have worked closely 
with the World Bank to assemble an emergency reconstruction assistance 
package for Bosnia. In the context of the Middle East peace process, Canada 
has been closely involved with the Bank’s efforts to mobilize resources for the 
West Bank and Gaza. Under the aegis of the Post Conflict Unit, in 1997 the 
Bank provided assistance on de-mining with support from Canada and other 
donors. Through such co-operation, Canada’s influence can be leveraged 
beyond what could be achieved through its bilateral programs. 


e Canada benefits from the role the World Bank plays in bringing together 
donors for Consultative Groups (CGs) to provide assistance to specific 
countries in need. Through CGs, donor countries are able to better co- 
ordinate their policy advice and operational programs to provide more 
coherent advice to borrowers and to maximize the impact of their 
operations. Last year, the World Bank participated in 32 separate CGs 
and donor groups. CIDA and other donors also benefit from the Bank's 
co-ordination of major international programs, such as the Special Program 
of Assistance for Africa and the Global Environment Facility. 


e The Canadian government draws heavily on the Bank’s research and policy 
work to enrich their understanding of international development. A wide 
variety of CIDA programs also benefit significantly from direct access to 
Bank staff and expertise. 


e Finally, Canadian companies and individuals enjoy substantial procurement 
benefits from our membership in the World Bank Group. Disbursements in 
fiscal year 1997 for Canadian goods and services totalled US$155 million, 
bringing total cumulative disbursements to more than US$3.4 billion. 
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How the World Bank Group Works 


The World Bank Group is made up of four complementary, but distinct, 
entities: the International Bank for Reconstruction and Development 
(IBRD); the International Development Association (IDA); the Multilateral 
Investment Guarantee Agency (MIGA); and the International Finance 
Corporation (IFC). 


The IBRD and IDA (together commonly known as the World Bank) both 
provide funding for investment projects and for adjustment, or economic 
reform, operations. The IBRD lends funds on commercial terms (slightly 
above a market interest rate — LIBOR) to the better-off borrowing 
members, while IDA provides interest-free credits to the poorest 
borrowers. The IBRD gets its funds primarily from borrowing on 
international markets, on the basis of its triple-A credit rating, whereas 
IDA receives grant funding from donors (details are provided below). In 
effect, the IBRD on-lends to borrowing countries at a rate of interest 
much lower than what they could secure on their own borrowings. 


The IFC supplements the activities of the IBRD and IDA by undertaking 
investments on commercial terms in productive private sector 
enterprises. The IFC provides such services as direct private sector 
loans, equity investments, resource mobilization and technical assistance. 
MIGA’s mandate complements that of the IFC; it promotes private foreign 
direct investment in developing countries, primarily through the issuance 
of insurance against non-commercial risk, such as the risk of currency 
inconvertability during civil conflict. 


Canada’s Priorities at the World Bank 


Developmental Priorities 


Despite considerable progress in improving living standards worldwide, over 
three billion people remain in dire poverty. Canada has long been a key player 
in international efforts to assist the poorest and strongly supports poverty 
reduction as the overarching objective of the World Bank. The Bank has 
taken an increasingly sophisticated (or “integrated”) view of poverty reduction 
in recent years; in doing so, it has recognized that poverty reduction cannot 
be addressed in isolation. Private sector development, good governance and 
environmentally sustainable policies are just a few of the factors which need 
to be considered in designing strategies to help improve the living standards 
of the poor in member countries. Greater emphasis has also been placed on 
ensuring that social safety nets are in place to protect the poor during periods 
of economic adjustment. 
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Poverty assessments continued to provide valuable support for the Bank’s 
poverty reduction efforts last year. Since fiscal year 1989, 93 poverty 
assessments have been completed, covering approximately 90 per cent of 
the world’s poor. The findings of these assessments are an important input 

to the Bank’s Country Assistance Strategies (CASs) which, in turn, are the 
basis of the Bank’s lending programs. To further ensure that poverty reduction 
remains at the heart of the Bank’s operations, the Poverty Reduction and 
Economic Management Network (PREM) was established in 1997 to help 
guide the Bank’s poverty strategy. 


Lending for the social sectors has been a focal point of the Bank’s poverty- 
reduction efforts in recent years. The Bank is now the world’s single largest 
source of financing for investment in human capital. The Bank, and particularly 
the IDA, has placed particular emphasis on lending targeted directly to the 
poor under the Program of Targeted Interventions (PTI). Over the 1995-1997 
period, PTI lending has consistently accounted for more than 50 per cent of 
the IDA’s project lending. 


IDA Lending for the Program of Targeted Interventions 
Fiscal Years 1995-1997 


1995 1996 1997 
(US$ millions) 
IDA PTI Lending 2,432 3,246 1,874 
As % of IDA investment lending 54 63 53 
As % of all IDA lending 43 47 41 
Number of IDA PTI projects 48 51 37 


Private Sector Development: Canada has encouraged the increasingly 
co-ordinated approach to private sector development that has developed 
within the Bank Group over the past year. It is now recognized that the private 
sector has an important role to play in addressing virtually all development 
challenges, from protecting the environment to assisting in privatization in 
transition economies. In response, business innovation programs are now 
under way in all the Bank’s regional offices. 


The Bank further expanded its partial risk and partial credit guarantee 
programs, approving three partial guarantees, totalling US$420 million in 

fiscal year 1997. These guarantees are particularly important in promoting 
infrastructure development; an estimated US$200 billion to US$250 billion is 
currently needed by developing countries for infrastructure alone over the next 
10 years — an amount far above the capacity of governments and international 
agencies to finance. Such long-term funding volumes can only be supported 
by greater reliance on financing from the private sector. The Bank is 
increasingly using guarantees to expand developing countries’ access 

to international and domestic capital markets. 
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To assist in improving developing country competitiveness, the Bank 
introduced a program in 1997 to share knowledge and to provide technical 
assistance to client countries. For example, the Economic Development 
Institute, the Bank’s training institute, held a competition policy training course 
in New Delhi in partnership with other international training institutions. 


Another example of the private sector’s role in development is the growing 
impact of micro-credit operations (relatively small loans made to the poor by 
grassroots organizations such as the Grameen Bank in Bangladesh). With a 
small investment, these organizations have been successful in improving the 
living conditions of the poor, particularly women, in developing countries. 
Evidence from these operations is compelling; not only does it show that the 
poor are capable of helping themselves, but it underlines that they can be very 
good credit risks. Members of the Consultative Group on the Poorest (CGAP), 
including the World Bank and Canada, met several times in 1997 to exchange 
views on best practices and to explore opportunities to augment resources 

of existing micro-finance institutions. 


Micro-credit: 
The Consultative Group to Assist the Poorest (CGAP) 


Up until the end of fiscal year 1997, CGAP had approved funding for 
14 retail micro-finance institutions, including the Women’s World Bank 
Fund, the Vietnam Bank for the Poor, and the Rural Finance Facility in 
South Africa. Over this period, CGAP also funded a number of capacity 
building initiatives — for example, the Pilot Capacity Building Initiative in 
Africa and the global Micro-finance Network. 
CGAP'’s objectives are: 
m to increase the level of resources available to the poor in developing 
countries through micro-finance programs; 
to provide donors with a vehicle to disseminate and exchange informa- 
tion and lessons of experience on micro-finance; and 
a to improve donor co-ordination in the provision of these services. 
Through this work, CGAP seeks to strengthen the ability of micro-finance 


organizations with a proven track record and to provide assistance to the 
poor. The World Bank has contributed US$30 million to the facility. 
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Good Governance and Corruption: Over the past year, the Bank has made 
great strides in addressing the issue of governance, not just in terms of policy 
and research, but also in its own operations. In addition to encouraging more 
effective management of borrowing member public expenditures and more 
participatory and open approaches in decision-making, the Bank is now 
incorporating measures into its own operations to help combat corruption. 
The Bank has amended its procurement guidelines to provide conditions for 
disbarring bidders from future Bank-financed projects for a stated period, 

or even indefinitely, if it finds evidence of fraud or corruption. 


Canada has also been particularly concerned about unproductive 
expenditures, particularly excessive military expenditures. At a time of 

scarce donor resources, the Bank’s clients can ill afford to waste resources 
on unproductive spending. Recognizing this problem, the Bank has issued 

a note “Bank Work on Military Expenditures” for staff guidance. Among other 
things, the Bank is requesting better information from borrowers on military- 
related aggregate expenditures to aid in its public expenditure reviews. It 

is also encouraging to see that a number of countries are seeking Bank 
assistance in the conversion of military-run industries (China, the Czech 
Republic and Hungary), while others, including Angola, Ethiopia and Uganda, 
have asked for help with demobilization and demilitarization. 


During the recent IDA negotiations, donors underlined that lending decisions 
should increasingly be based on a borrowing government’s efforts to reduce 
unproductive expenditures. The recent IDA review for the 1994-1996 period 
indicates that lending is in fact being linked more closely to country 
performance in such areas. The Bank’s Economic Development Institute (EDI) 
has also been using its public sector reform program to build consensus in 
client countries to work against corrupt practices. In 1997, seminars on 
corruption were held in about 30 borrowing member countries. 


Environmentally Sustainable Development: Canada has long been a 
vocal advocate of the need for the Bank to better integrate environmental 
considerations into its operations and is a keen supporter of the Bank’s 
recent efforts. The establishment of the Environmental Sustainable 
Development (ESD) vice-presidency in 1993 has been instrumental in 
supporting this objective. By the end of fiscal year 1997, cumulative 
lending to the environment sectors was close to US$3.8 billion. 


Of particular note is the increasing work undertaken by the Bank in co- 
operation with other shareholders in the area of climate change. It is now 
recognized that collective global action is required to find solutions to this 
problem and the Bank has stepped up its efforts to provide assistance to its 
borrowing member countries in helping to reduce “greennouse gases”. 
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The World Bank has undertaken a number of initiatives in this area, including: 


e re-examining the relationship between energy and the environment; 


e preparing a “Carbon Backcasting Study” on what would have happened 
to project costs and types if the damages associated with global climate 
change had been integrated into energy lending; 


e launching a “Climate Change Global Overlays” program to help countries 
adjust their policies so as to integrate global externalities into their national 
economic planning; and 


e designing a program for a “Global Carbon Initiative (GCI)” to investigate 
the feasibility of market mechanisms and voluntary payments to reduce 
emissions and support sustainable growth for developing countries. 


In addition, the Bank continued with its traditional work as a Global 
Environment Facility implementing agency. In this role, the Bank assists 
countries in identifying emissions abatement opportunities that are cost- 
effective, focusing in particular on renewable energy and energy efficiency. 


Transparency and Accountability 


Transparency and accountability are fundamental to ensuring the longer 

term sustainability of the Bank Group’s operations. Canada has been a major 
proponent of increased openness at the Bank. The Bank has responded 

to concerns from shareholders by making public a growing number of 
documents on operations, both from the IBRD/IDA and from the IFC. 


Transparency also requires better consultation with beneficiaries. Canada 
and other donors have pushed the Bank and borrowing countries to find 
ways to improve consultations with local peoples in beneficiary countries, not 
only in the design and implementation of projects, but also in the preparation 
of key policy documents such as country assistance strategies. To ensure 
that the Bank is accountable to its clients, Canada has been one of the major 
supporters of the work of the Inspection Panel. Any group that may be 
affected by a Bank-supported project has the right to request that the Panel 
investigate whether the Bank has abided by its policies and procedures. Since 
its inception, the Panel has received 10 formal requests for inspections; it 
recommended an investigation of five of these in fiscal year 1997. 
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How to Access Information from the World Bank 


The World Bank’s Public Information Centre (PIC), which became 
operational in early 1994, provides a wide range of Bank documents, 
including: 

Project Information Documents (PIDs); 

Staff Appraisal Reports (after approval by the Board of Executive 

Directors); 

country economic and sector work documents and _ sectoral 

policy papers; 

the Annual Report and the World Development Report; 

the Monthly Operational Summary and_ International Business 

Opportunities; 

environmental data sheets, environmental assessments, environmental 

analyses and environmental action plans; 

Global Development Finance; and 

Operation Evaluation Department Précis. 


The Public Information Centre is located at 1776 G Street N.W., 
Washington, D.C. 204338, U.S.A. Phone: (202)458-5454; e-mail address: 
pic@worldbank.org. Additional up-to-date information is also available 
on the Internet (http:/Awww.worldbank.org) 


Getting Results 


Improving the development effectiveness of the Bank’s operations is crucial 
to ensuring that its broader policy objectives are being met. To this end, 
considerable effort has gone into designing development impact indicators 
that can help track the progress of Bank operations and assess their impact 
on affected peoples. All projects approved after July 1996 are required to 

be fitted with specific performance monitoring indicators. Moreover, about 
40 per cent of operations approved before July 1996 have been “retrofitted” 
with performance indicators, and the remainder will be “retrofitted” before 
the end of fiscal year 1998. Performance indicators are based on 16 sector- 
specific areas, such as education, agriculture, finance and poverty reduction. 
A handbook has_ been prepared to assist managers in utilizing the indicators 
iN project design and monitoring. 
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Performance Indicators: Poverty Reduction 


The Wapenhans Report on improving portfolio quality emphasized the 
importance of developing a better understanding of the impact of the 
Bank’s operations by setting clear performance goals. Since poverty 
reduction is the Bank’s overarching objective, this is one of the key 
sectors where the Bank has been working to establish meaningful 
performance indicators. 


Three classes of indicators have been developed: (i) input indicators; 
(ii) brocess or output indicators; and (iii) impact indicators. 


The following provides some simple examples of indicators for a 
secondary school project for girls. 


Input Indicators: number of trainees trained; amount of credit disbursed; 
numbers of schools to which funds were disbursed. 


Process/Output Indicators: number of graduating students; number of 
facilities installed/repaired. 


Impact Indicators: number of girls from project schools who found 
employment. 


Involving NGOs in Decision-Making 


President Wolfensohn has been a major catalyst behind the Bank’s outreach 
program with NGOs; particular emphasis has been placed on the importance 
of expanding partnerships with civil society. NGO co-operation expanded 
further in fiscal year 1997 with NGO liaison staff appointed to 72 resident 
missions; more than half of these are full-time NGO specialists. About 

47 per cent of Bank projects across all major sectors included some form 

of NGO participation in fiscal year 1997. 


NGOs have increasingly participated in the design stage of project preparation 
as well as in the implementation phase. The Bank compiles a List of World 
Bank-Financed Projects with Potential for NGO Involvement, which includes a 
number of upcoming Bank projects seeking NGO involvement. NGOs are also 
playing a stronger role in the Bank’s economic and sector work, particularly in 
working with borrowing countries on the preparation of National Environment 
Action Plans and poverty assessments. NGOs’ central role in the Global 
Environment Facility (GEF) is also noteworthy. 


One key venue for ongoing dialogue is the NGO-World Bank Committee. 
Membership consists of senior Bank managers and 26 NGO leaders from 
around the world (15 from developing countries). Canada’s representative 

on this committee was Ruth Remple from the Inter-Church Coalition on Africa. 
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In fiscal year 1997, an interagency working group on NGO Capacity building 
was launched and a joint NGO-Bank program was initiated to monitor 
stakeholder participation in eight Bank projects. 


Within Canada, NGOs have participated in a regular series of government 
interdepartmental meetings on such issues as multilateral debt, the IDA and 
Africa. This consultation has proven useful for advancing Canadian interests 
at the Bank. 


Key Developments in 1997 


Establishment of the Toronto Centre: Recognizing that weaknesses 

in financial sector regulation and supervision were major factors behind the 
recent crises in financial markets, the Government of Canada and the World 
Bank jointly announced at the IMF/World Bank annual meetings in 1997, the 
creation of the Toronto International Leadership Centre for Financial Sector 
Supervisors. The Centre will provide experience-based training for senior 
financial Supervisors and regulators in emerging markets. The training will 
provide participants with the knowledge and capacity to enhance the profile, 
credibility and influence of their institutions in the financial sectors and with 
their governments. Support for the Centre is being provided by the Schulich 
School of Business at York University where the Centre will be located. 


Partnerships With Other International Organizations: Following up 

on Halifax Summit recommendations, the Bank has increasingly reached 

out to co-ordinate better with other international institutions, including the 
multilateral development banks (MDBs), the WTO and various United Nations 
(UN) agencies. In 1997, efforts were made to expand relations with the 
International Labour Organization. Two joint research projects have been 
initiated and co-operation in a number of new areas, including harmful 

child labour practices and labour standards, is being explored. 


The President and the heads of the regional development banks now 

meet every six months to exchange information and experiences on key 
development issues. A working group on evaluation methodology has recently 
been established among the MDBs to better harmonize evaluation standards 
for assessing operational performance and development results. World Bank 
co-operation with the UN on data collection and assessment is also 
expanding, as are joint assistance programs in post-conflict countries. 
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The World Bank: Emerges as a “Knowledge Bank” 


The emergence of a technology-driven global knowledge economy 
means that economic growth in the 218 century will increasingly depend 
on a country’s ability to build and mobilize knowledge capital to 
complement physical and financial capital. The increased importance of 
knowledge capital, combined with the growing importance of private 
capital investment and technology-driven information flows, poses new 
challenges and opportunities for developing countries and for the 
international develooment community. 


In recognition of the growing importance of knowledge capital, in 
June 1997, Canada and the World Bank hosted “Global Knowledge ’97”, 
an international conference held in Toronto, which brought together 
leaders from government, the private sector, NGOs and the poorest 
countries. Among the themes addressed were: 
empowering the poor though improved information and knowledge; 
the role of the state in developing regulatory frameworks for information; 
infrastructure and capacity building; 
encouraging civic participation in the knowledge revolution; and 
utilizing distance education and technology for learning. 


Financial Assistance Packages: |n response to the volatility in Asian 
financial markets, the World Bank participated in financial bailout packages 
for Indonesia, Thailand and Korea along with the IMF and other international 
financial institutions. The Bank took steps to expand its financial sector 
expertise, develop ways to respond more quickly to crisis situations and 
enhance its work on crisis prevention. A Special Financial Operations Unit 
was created to help manage financial sector crises with a high-level external 
Advisory Board to provide feedback on the SFOU'’s operations. 


Administrative Efficiency and Cost-Effectiveness 


Ensuring the efficiency and the effectiveness of the Bank’s operations has 
long been a key objective of Canada. But efficiency and effectiveness entail 
more than just budget cutting. They require setting clear priorities and a more 
efficient and strategic delivery of services. The Bank needs to operate in those 
areas where its assistance is needed and where it has a clear comparative 
advantage. It needs to reconsider its role in areas where the private sector or 
other MDBs may be better placed to provide assistance. Over the past year, 
the Bank has undertaken a major review of its activities under the “Strategic 
Compact” which will better link resource allocation to priority areas. 
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Managing Canada’s Interests at the World Bank 


The Minister of Finance, as Canada’s Governor of the World Bank, is 
responsible for the management of Canada’s interests at the Bank. 

The Minister exercises his influence through exchanges of views at the 
Development Committee and annual meetings and through periodic 
discussions with the President of the World Bank. For example, at the annual 
meetings in 1997, Governors addressed the issue of how to help member 
countries combat corruption and improve governance and discussed 
progress in helping the poorest countries with unsustainable debt burdens 
through the Initiative for Heavily Indebted Poor Countries (further information 
is provided on pages 40-42). The President of CIDA is Canada’s Alternate 
Governor for the World Bank. 


The day-to-day handling of Canada’s diverse interests at the Bank is 
delegated by the Governor to the Executive Director, currently Len Good. 
Mr. Good is one of 24 Executive Directors; he represents Canada and 

12 other countries (Ireland and 11 Caribbean countries) at the Executive 
Board. The Board is currently made up of 24 Executive Directors; 12 are 
from developing and transition countries and 12 from developed countries. 


One of the important functions played by Mr. Good is his oversight of 

the Bank’s operations through his membership on the Committee on 
Development Effectiveness (CODE), which was established in 1994. The 
Canadian Executive Director is one of eight members and is the co-chair of 
CODE, which examines project implementation and selected policy issues 
in detail. The Canadian office has actively participated in CODE with a view 
to understanding better the difficulties which Bank staff encounter in project 
implementation and the challenges facing staff in being responsive to the 
needs of locally affected communities in developing countries. Emerging 
from this effectiveness evaluation are changes in Bank procedures, and 
occasionally, in the Bank’s general approach to project implementation. 


Canada has also developed a strong working relationship with the 

Economic Development Institute. An existing EDI trust fund, to which Canada 
contributed, has supported some innovative work on governance, including 
work with the Parliamentary Centre in Ghana and a new corruption 
sensitization campaign for Tanzania and Uganda. 


Canada’s Office at the World Bank 


During the course of the year, the office participated in numerous discussions 
that led to the creation of the Centre for Property Studies under the leadership 
of the University of New Brunswick, with the support of CIDA and the World 
Bank. The Centre is designed to take a multi-disciplinary approach to property 
issues, emphasizing the role of property rights in economic and social 
development. It will constitute an excellent vehicle for the promotion of 
Canadian expertise on legal, institutional, environmental, technical, economic 
and social aspects of property formalization. 
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Canada’s office was also instrumental in helping to develop the Global 
Knowledge Conference. This conference was a unique occasion to 
promote Canadian expertise in the area of knowledge management and 
telecommunications. At this conference, the Minister responsible for CIDA 
announced a contribution by the Canadian government of $1.5 million to 
the development of a pilot project with the Bank called “The African Virtual 
University”. This pilot project provides several Canadian universities and 
businesses with an opportunity to market their products and services to 
the World Bank in the countries participating in this project. 


Organization of the Office 


In addition to the Executive Director, the office has two Canadian advisors and 
one executive assistant. These officers are in constant communication with 
the Canadian government — not only with the Department of Finance, but also 
with CIDA and the Department of Foreign Affairs and International Trade. The 
Department of Finance co-ordinates Canada’s policy advice and channels it to 
the Executive Director and through him to the World Bank. 


Structure of the Executive Director’s Office 


Executive Director: Len Good 
Canadian Advisor: Kathryn Hollifield 


Procurement Advisor: Francois Page 


Canadian Assistant: John Sinclair 
Phone: (202) 458-0082; fax: (202) 477-4155 


Address: D-12-081, 1818 H St. N.W., Washington, D.C. 20433, U.S.A. 


One of the key roles of the office is to provide assistance to Canadian 
business people. While the Bank provides significant procurement 
opportunities, it is a large organization with an opaque structure that is 

often difficult for newcomers to navigate. Canada’s procurement advisor, 
along with the Canadian Embassy in Washington, assists in providing advice 
and information on how to do business with the Bank. (Details are 

provided below.) 


Another point of contact for Canada is the Bank’s External Affairs Department, 
which is headed by Mark Malloch Brown. This department has designated 
Tim Cullen to be responsible for liaison with the governmental and NGO 
community in Canada. Mr. Cullen assist in providing information about the 
Bank and in bringing Bank personnel to Canada for seminars and 
presentations on key topics of mutual interest. 
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Canadian Procurement at the World Bank 


Canadian companies and consultants often provide supplies, equipment 
or services to projects financed through the World Bank. Canadian 
expertise in the power, environmental, engineering, human resources, 
telecommunications, financial and transportation sectors has led to 
procurement opportunities for Canadian firms on developing country 
projects around the globe. 


In fiscal year 1997, many Canadian firms continued to benefit from Canada’s 
World Bank membership by accessing procurement opportunities under 
World Bank-financed loans. Fiscal year 1997 disbursements to Canadian 
companies for the supply of goods and services under Bank loans reached 
US$155 million. 


It is particularly noteworthy that Canadians continue to excel in the consulting 
field. Canadian consultants win more contracts on a per capita basis than 
any other supplying nation. As a per cent of disbursements, Canadian 
consulting firms ranked fourth in fiscal year 1997 among all supplying 
countries and accounted for almost 7 per cent of total disbursements. 
Canadian contracts were spread across a wide variety of countries, including 
China, Indonesia, the Russian Federation, Ghana, Ivory Coast, Bénin, Brazil, 
Bolivia and Venezuela. 


Last year, Canadian companies received 142 contracts representing an 
increase of 10 per cent over fiscal year 1996. Two companies achieved 
particular success with Bank-financed projects. Tecsult International Limitée 
won 10 contracts in six countries and SNC Lavalin received 10 contracts 

in eight different countries. 


The 1997 results bring cumulative disbursements to Canadian companies 
to close to US$3.4 billion. The Bank also reports on larger procurement 
contracts that have been awarded during the year even though project 
disbursements will occur in the future. In this regard, Canadian firms were 
awarded US$83 million in fiscal year 1997. 


Trust Fund Activities 


A significant source of funds to facilitate increased Canadian participation in 
World Bank projects are the consultant trust funds supported by CIDA and 
administered by the World Bank. These are used to introduce new Canadian 
consultants to the Bank, as well as to encourage the Bank to undertake 
activities in areas of priority to Canada. In June 1995, CIDA concluded a 
new agreement with the World Bank, the Cofinancing, Technical Assistance 
and Consultant Trust Fund Framework Agreement, to govern all its trust 
fund arrangements with the Bank. These funds lead directly to contracts for 
Canadians in the feasibility, assessment and design of development projects. 


In 1995, CIDA redesigned its Canadian Consultant Trust Fund (Country 
Specific), which supports Canadian consultants involved in the identification, 
preparation and implementation of World Bank-financed projects in 
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14 identified developing countries. CIDA and Environment Canada also 
negotiated the new Canadian Consultant Trust Fund for the Global 
Environment with the World Bank. For further information on these and 

other Canadian trust funds at the World Bank, contact Mary Stamp, 
Commercial Counsellor at the Canadian Embassy in Washington — phone 
(202) 682-7719; fax (202) 682-7789. Canadians can also access Bank funds 
though the Project Preparation Facility (PPF), the Global Environmental Facility 
(GEF) and the Policy and Human Resources Development Fund (PHRD). 


International Finance Corporation 


The International Finance Corporation is playing an increasingly 
important role in the Bank Group’s private sector development activities. 
As the fastest growing entity within the Bank Group, it has also attracted 
the attention of Canadian companies and financial institutions that are 
interested in making direct investments in emerging markets. 


One of the IFC’s essential functions is to mobilize financing and expert advice 
in favour of private sector projects in emerging markets. The Corporation 

has been an excellent resource for Canadian financial institutions, as well 

as for Canadian firms whose technical expertise is particularly suitable for 
these markets. 


Canadian Success Stories 


In recent years, Canadian mining companies continued to be the prime 
beneficiaries of IFC financing and capital mobilization efforts. However, a 
number of Canadian companies from other key sectors have begun to 
work with the Corporation. In fiscal year 1997: 


m the Bank of Nova Scotia provided a loan of US$10 million to Owens 


Corning (India) Limited to help establish an export-oriented, world-scale 
fibreglass manufacturing plant; 

Chile’s Fundicion Refimet copper smelter was expanded to a capacity 
of 150,000 tonnes per year with funding that included equity participa- 
tion by Barrick Gold Corporation and Noranda Inc.; and 

Eagle Energy acted as a field operator for Aminex plc oil and gas reduc- 
tion projects in Tunisia and the Russian Federation. 


Perhaps the most significant development on the IFC front has been the 
return of Canadian financial institutions (typically commercial banks) to the 
IFC loan syndication program. This important program helps to mobilize 
orivate financing for IFC projects and provides financial institutions the 
opportunity to invest in emerging markets. By investing alongside the IFC, 
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financial institutions participating in the syndication program gain access to 
potential new customers, attain a high yielding asset and, with the presence 
of the IFC as an investor in these projects, are provided a degree of political 
risk coverage. In fiscal year 1997, Canadian financial institutions participated 
in seven loan syndications totalling US$62 million. 


Fiscal year 1997 syndicated loan partners included: 


e¢ Bank of Montreal (US$16 million); 
e Canadian Imperial Bank of Commerce (US$11.4 million); and 


e Toronto-Dominion Bank (US$9 million). 


Learning about Opportunities 


Canadian firms, organizations and institutions that are interested in winning 
World Bank contracts are urged to attend monthly business briefings (held 
on the first Thursday of each month) at Bank headquarters in Washington. 


Both the Canadian Embassy in Washington, through the Office for Liaison 
with International Financial Institutions (OLIFl) (202-682-7719), and the 
Canadian Executive Director’s Office at the World Bank (202-458-0082), 
work to assist Canadian firms and consultants seeking to participate in World 
Bank-financed projects. The range of opportunities is wide — a power project 
in China, an environmental assessment in Peru, or a legal/judicial reform 
project in Russia are examples. The OLIFI and the Canadian Executive 
Director’s Office at the World Bank also encourage Canadian companies to 
contact them if they are interested in competing for procurement contracts. 


Canada’s Financial Participation 


IBRD 


Canada’s share of the IBRD capital is approximately 3 per cent. A relatively 
small proportion of this capital contribution is required to be “paid-in” — 
about 6 per cent overall, but just 3 per cent in the last capital contribution. 
The remainder is “callable”, in the unlikely event that the IBRD needs it from 
member countries. Periodically, the IBRD replenishes its capital through 
General Capital Increases (GCIs). The IBRD’s last such capital increase (GCI Ill) 
in 1988 was for US$76.5 billion. Canada was allocated 19,655 new shares 
valued at US$2.37 billion. The paid-in portion of these shares 

is US$71.1 million. These shares were subscribed over a five-year period 
ending in 1993. As of June 30, 1997, Canada’s cumulative subscriptions 
to the IBRD’s capital stock totalled US$5,404 million (44,795 shares), of 
which US$335 million has been paid-in. 


IDA 


The IDA 11 Agreement reached in March 1996 resulted in a US$22 billion 
replenishment. This will finance IDA’s lending program over the three-year 
period to June 30, 1999. 
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IDA 11 Priorities 


Rather than recommending new policy objectives, the IDA 
11 negotiations focused on ensuring that assistance to the poorest 
countries is more effectively implemented. The IDA 11 Agreement places 
particular emphasis on improving the quality of country assistance 
strategies. Three critical recommendations came out of the negotiations: 


m= focus more on the impact of the Bank’s operations, particularly on the 
poorest, through the development of impact indicators; 


ensure sufficient resources continue to be available for the poorest 
countries, particularly those in sub-Saharan Africa. However, underline 
that resources should be allocated first and foremost on the basis of 
sound economic performance; and 


m encourage greater beneficiary participation in the preparation of Country 
Assistance Strategies (CASs). 


A major Canadian priority in the IDA 11 negotiations was to ensure that 
significant resources continue to be directly targeted to the poor through 
IDA’s Program for Targeted Interventions (PTI), which has been highly 
successful, as earlier noted. 


The three-year package is composed of a one-year Interim Fund and a two- 
year IDA 11 exercise. (The Interim Fund was created because the U.S.A. was 
unable to participate in the first year of IDA 11.) Canada committed to a share 
of 3.5 per cent of the Interim Fund and 3.75 per cent of the two-year IDA 11 
at a total cost of C$607 million. To meet these obligations, Canada will issue 
three demand notes, in 1996, 1997 and 1998. Each of these notes is then 
encashed over a seven- to eight-year period. To the end of fiscal year 1997, 
Canada’s cumulative contributions to IDA (Subscriptions and contributions) 
were the equivalent of US$3,987 million (including Special Fund contributions.) 


IFC 


The IFC’s most recent General Capital Increase was approved in May 1992. 
Under this GCI, Canada can subscribe to as many as 35,366 new shares, 
valued at $35.4 million. Payments for these shares are made over a five-year 
period. As of June 30, 1997, Canada’s cumulative subscription to the IFC 
amounted to $71.4 million, all of which was paid-in. This represents about 
3.6 per cent of IFC’s total capital. 


MIGA 


The Multilateral Investment Guarantee Agency was established in 1988 to 
encourage direct foreign investment in developing countries by protecting 
investors from certain non-commercial risks. Canada took up its subscription 
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to MIGA\s capital stock in 1988. Of the $32.1 million subscription, $6.4 million 
has been paid-in, evenly divided between cash and demand notes. Canada’s 
share of MIGA’s capital is 2.7 per cent. 


Future Challenges 


The relative importance of the World Bank as financier has fundamentally 
changed in several developing countries where the private sector has stepped 
in to provide necessary financing. Total private capital flows to developing 
countries increased from US$44 billion in 1990 to over US$250 billion in 1997. 
Yet, private capital flows to developing countries have not been uniformly 
distributed. The major challenge for the future will therefore be for the Bank to 
find more creative ways to meet the increasingly diverse needs of its clients, 
some of which benefit from greater private capital, but many of which do not. 


The Bank will face several other challenges in the coming year. As noted, 

the evolving situation in Southeast Asia will require increased resources and 
enhanced co-ordination with other international institutions and the private 
sector on financial sector reform (See below). At the same time, the Bank will 
need to look at more innovative ways to address the problems of the poorest 
countries, particularly those in sub-Saharan Africa. Recent innovations, such 
as the Bank’s new adaptable lending instruments, should help, in part, to 
allow for more flexible approaches that create a better sense of ownership 

of Bank programs within individual countries. 


Without careful attention to the unique needs of individual countries, 

the Bank will be unable to meet its objectives of improving the quality of 

its operations and strengthening its development impact. The Bank will need 
to further enhance its reform efforts under the Strategic Compact, particularly 
in the areas of project monitoring and implementation. Moreover, further 
enhancements in the quality of the portfolio will only be achieved if strict 
attention is paid to improving project design at entry. 


JOINT ISSUES 


Overview 


The IMF and the World Bank are important institutions for Canada, each 
playing a unique role in the international economic and financial system. 
Nevertheless, there are key areas where the mandates of the two Bretton 
Woods institutions overlap, or where there is a requirement for close co- 
operation and co-ordination of activities. Indeed, at the Halifax Summit, G-7 
leaders asked that efforts be made to increase co-operation and co-ordination 
between the IMF and the World Bank. The heads of both institutions have 
put considerable effort into fulfilling that objective. Two particular examples, 
the joint preparation of a proposed program of assistance for highly indebted 
poor countries and co-operation on addressing financial sector reform, are 
examined below. 
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Strengthening Financial Sectors 


Problems in the financial sector, and especially the banking system, can be 
disruptive to growth and macroeconomic stability, and can spill over regionally 
and internationally. In response to concerns about such problems, the IMF 
and World Bank are devoting increasing attention to financial sector issues. 


Preliminary discussions in both institutions in the past year have focused 
on how they can assist member countries establish and maintain sound 

financial systems. The emergence of the financial crisis in Asia underlines 
the importance of effective collaboration on financial sector activities. 


It is important that Bank-Fund collaboration ensure that emerging financial 
sector problems are promptly identified, that each institution take the lead 
in its own areas of primary responsibility, and that duplication of activity is 
avoided. Although overlap in some areas may be unavoidable, there needs 
to be a clear delineation of responsibilities between the two institutions. 


The Fund’s involvement should relate primarily to the macroeconomic 
aspects of financial systems and markets. The Bank’s primary concern 
should be with the sectoral and developmental aspects of financial systems 
in developing countries. It is especially important that the Fund aim to identify 
at an early stage systemic financial sector problems. The Bank should then 
follow with implementation of the restructuring of weak financial sectors. 


However, the Fund has a role to play in banking system restructuring in crisis 
situations, particularly in countries where it has been active. Joint Fund-Bank 
missions in cases of financial crises would facilitate timely Bank involvement. 
Close collaboration is also required with other institutions and groupings 
working in the area of financial stability, particularly the Bank for International 
Settlements (BIS) and the Basle Committee on Banking Supervision. 


Multilateral Debt Relief 


In June 1995, at the Halifax Summit, the G-7 countries urged the Bretton 
Woods institutions to develop a comprehensive approach to address the 
special problems of the poorest countries with large multilateral debt burdens 
through the flexible application of existing instruments and the creation of 
new mechanisms for debt relief. Just over a year later, at the 1996 annual 
meetings of the IMF and World Bank, the details of a new debt initiative for 
heavily indebted poor countries (HIPCs) were endorsed by the Interim and 
Development Committee. 


The primary goal of this initiative (the “HIPC Initiative”) is to ensure that HIPCs 
demonstrating a track record of sustained policy performance are able to 
achieve overall external debt sustainability, strengthen their poverty reduction 
programs and permanently “exit” from future debt rescheduling exercises. 
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To qualify for exceptional relief, a country must be IDA-only and face an 
unsustainable debt situation after the full application of current debt relief 
mechanisms. The sustainability of the debt burden is determined on the basis 
of the ratio of debt-to-exports and debt-service-to-exports (calculated in net 
present value terms). A debt-to-exports ratio in the range of 200 per cent to 
250 per cent and a debt-service-to-exports ratio in the range of 20 per cent to 
25 per cent is judged to be the upper limit of debt sustainability for HIPCs. 


The IMF and World Bank have estimated that full implementation of the 
initiative could require debt relief of about US$7.5 billion of which more than 
US$4 billion would come from multilateral institutions. During the course of 
1997, it was agreed that four countries — Bolivia, Burkina Faso, Guyana and 
Uganda — would receive debt relief under the Initiative. The total assistance for 
these countries is estimated to amount to more than US$1.2 billion in present 
value terms — or a reduction in nominal debt service of about US$2 billion. 
Over the next few years, it is expected that about 20 countries will benefit 
from the exceptional debt relief provided by this Initiative. 


Canada has been a strong supporter of the HIPC Initiative since its inception. 
We will continue to press for the earliest possible consideration of eligible 
countries for consideration under this Initiative. Canada will also continue to 
press for maximum flexibility in applying the Initiative to ensure generous 
treatment of all eligible countries. 
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Existing Mechanisms for Assisting 
Heavily Indebted Poor Countries 


World Bank Mechanisms 


Regular Lending — The World Bank makes IDA credits available on highly 
concessional terms. In general, these take the form of 40-year loans 
which carry no interest rate charges. 


Enhanced Access — Countries which are making special efforts to clear 
their arrears or undertake comprehensive debt workouts are given 
increased access to relatively scarce IDA resources. 


The Fifth Dimension Facility — |DA-only countries which have incurred 
past market-rate borrowings from the IBRD also receive annual interest 
rate subsidies. In recent years, these have had the effect of reducing the 
interest rate on these earlier IBRD loans from an average of about 6 per 
cent to less than 1 per cent. 


IDA-Only Debt Reduction Facility — The IBRD provides grant financing 
(which carries no interest or principal) to eliminate up to 100 per cent of 
the debt which IDA-only countries owe to commercial banks. To date, 
this World Bank facility has extinguished almost US$ billion of 
commercial bank debt at no cost to these developing countries. 


International Monetary Fund Mechanisms 


Surveillance of Policies — \In individual countries, the IMF provides advice 
which encourages the adoption of policies that provide a basis for 
sustained economic growth and price stability. More broadly, IMF 
surveillance of the global monetary system is aimed at promoting the 
balanced growth of world trade and an orderly and stable system of 
exchange rates. 


Enhanced Structural Adjustment Facility — ESAF is the Fund’s major 
source of concessional financing for low-income countries which are 
undertaking major reform efforts in the context of an IMF program. In 
recognition of the special challenges of these countries, ESAF provides 
loans which carry longer maturity periods and significantly lower interest 
rates than regular IMF arrangements. 


Technical Assistance — Both the IMF and World Bank provide substantial 
technical assistance to low-income countries to help strengthen their 
debt management policies. 
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ANNEX 1 


Active IMF Lending Arrangements — As of December 31, 1997 


Date of Expiration Amount Undrawn 
Member arrangement date approved balance 
(million SDRs) 
Stand-by arrangements - Total 28,284.52 14,952.81 
Argentina April 12, 1996 January 11, 1998 720.00 107.00 
Bulgaria April 11, 1997 June 10, 1998 371.90 124.30 
Djibouti April 15, 1996 March 31, 1998 6.60 2.63 
Egypt October 11, 1996 September 30,1998 271.40 271.40 
El Salvador February 28, 1997 April 27, 1998 37.68 37.68 
Estonia December 17,1997 March 16, 1999 16.10 16.10 
Hungary March 15, 1996 February 14, 1998 264.18 264.18 
Indonesia November 5, 1997 November 4, 2000 7,338.24 Sasoar /. 
Korea December 4, 1997 December 3, 2000 15,500.00 7,300.00 
Latvia October 10, 1997 April 9, 1999 33.00 33.00 
Romania April 22, 1997 May 21, 1998 301.50 180.90 
Thailand August 20, 1997 June 19, 2000 2,900.00 1,100.00 
Ukraine August 25, 1997 August 24, 1998 398.92 253.86 
Uruguay June 20, 1997 March 19, 1999 125.00 125.00 
EFF arrangements - Total 11,046.90 5,701.02 
Algeria May 22, 1995 May 21, 1998 1,169.28 253.28 
Azerbaijan December 20, 1996 December 19, 1999 58.50 33.35 
Croatia March 12, 1997 March 11, 2000 353.16 324.38 
Gabon November 8, 1995 November 7,1998 110.30 49.63 
Jordan February 9, 1996 February 8, 1999 238.04 59.18 
Kazakhstan July 17, 1996 July 16, 1999 309.40 309.40 
Moldova May 20, 1996 May 19, 1999 135.00 97.50 
Pakistan October 20, 1997 October 19, 2000 454.92 417.01 
Panama December 10, 1997 December 9, 2000 120.00 110.00 
Peru July 1, 1996 March 31, 1999 300.20 139.70 
Philippines June 24, 1994 January 31, 1998 791.20 245.95 
Russia March 26, 1996 March 25, 1999 6,901.00 3,564.74 
Yemen, Republic of October 29, 1997 October 28, 2000 105.00 96.90 
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Active IMF Lending Arrangements — As of December 31, 1997 (Cont’d.) 


Member 


ESAF arrangements -— Total 


Armenia 
Azerbaijan 
Benin 

Bolivia 

Burkina Faso 
Cameroon 
Chad 

Congo, Republic of 
Ethiopia 
Georgia 

Ghana 

Guinea 
Guinea-Bissau 
Guyana 

Haiti 

Kenya 

Kyrgyz Republic 
Macedonia, FYR 
Madagascar 
Malawi 

Mali 

Mauritania 
Mongolia 
Mozambique 
Niger 

Pakistan 
Senegal 

Sierra Leone 
Tanzania 

Togo 

Uganda 
Yemen, Republic of 
Zambia 


Total 


Date of Expiration Amount Undrawn 

arrangement date approved balance 
(million SDRs) 

4,189.23 2,071.71 
February 14, 1996 February 13, 1999 as eds: 50.63 
December 20, 1996 December 19, 1999 93.60 38.02 
August 28, 1996 August 27, 1999 27.18 ipa 
December 19, 1994 September 9, 1998 100.96 16.82 
June 14, 1996 June 13, 1999 39.78 19.89 
August 20, 1997 August 19, 2000 LOZs2 135,16 
September 1,1995 August 31, 1998 49.56 16.52 
June 28, 1996 June 27, 1999 69.48 6510S 
October 11, 1996 October 10, 1999 88.47 (lg Ge 
February 28, 1996 February 27, 1999 166.50 55.50 
June 30, 1995 June 29, 1998 164.40 109.60 
January 13, 1997 January 12, 2000 70.80 47.20 
January 18, 1995 July 24, 1998 10.50 2.36 
July 20, 1994 April 17, 1998 53.76 - 
October 18. 1996 October 17, 1999 91.05 75.88 
April 26, 1996 April 25, 1999 149.55 124.63 
July 20, 1994 March 31, 1998 88.15 - 
April 11, 1997 April 10, 2000 54.56 36.37 
November 27, 1996 November 26, 1999 81.36 54.24 
October 18, 1995 October 17, 1998 45.81 16,27 
April 10, 1996 April 9, 1999 62.01 20.67 
January 25, 1995 July 13, 1998 A275 - 
July 30, 1997 July 29, 2000 33.39 27.83 
June 21, 1996 June 20, 1999 75.60 37.80 
June 12, 1996 June 11, 1999 57.96 28.98 
October 20, 1997 October 19, 2000 682.38 568.65 
August 29, 1994 January 12, 1998 130.79 - 
March 28, 1994 May 4, 1998 101.90 5.06 
November 8, 1996 November 7, 1999 161.59 74.47 
September 16, 1994 June 29, 1998 65.16 Pi fe 
November 10, 1997 November 9, 2000 100.43 80.34 
October 29, 1997 October 28, 2000 264.75 C2O 0 
December 6, 1995 December 5, 1998 701.68 40.00 
43,520.65 22,725.54 
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ANNEX 2 


World Bank Loans and IDA Credits —- 


Fiscal Year 1997 (July 1, 1996 — June 30, 1997) 


By area 

Africa 

East Asia and Pacific 

South Asia 

Europe and Central Asia 

Latin America & the Caribbean 
Middle East & North Africa 


Total 


By purpose 

Agriculture 

Education 

Electric power and other energy 
Environment 

Finance 

Health, population and nutrition 
Industry 

Mining/Other Extractive 
Multisector 

Oil and Gas 

Public sector Management 
Social sector 
Telecommunications 
Transportation 

Urban development 

Water supply and sanitation 


Total 


World Bank IDA Total 

Amount Amount Amount 
(millions of US $) 

56.0 1,680.7 1, #8607 
4,074.4 791.6 4,866.0 
626.5 1,385.1 2,01 1c 
4,560.9 439.9 5,054.8 
4,437.5 i 2ore 4,562.7 
769.6 145.2 914.8 
14,524.9 4,621.7 19,146.6 
2,810.6 735.9 3,546.5 
162.3 PABSY. | TOW a4: 
1,613.4 275.8 1,889.2 
2250 224.2 246.7 
993.7 201.1 1,194.8 
245.8 694.1 939.9 
145.0 BO) 195.5 
300.0 21.4 321.4 
1,373.0 813.6 2,186.6 
114.0 PNAS 135.6 
729.7 190.2 919.9 
1,303.7 66.5 ale Sid Oe 
3,084.7 607.0 3,691.7 
646.1 162.3 808.3 
380.4 302.4 682.8 
14,524.9 4,621.7 19,146.6 
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ANNEX 3 
World Bank Loans and IDA Credits to Developing Countries 
World Bank IDA Total 
No. Amount No. Amount No. Amount 


(millions of U.S. dollars) 
By fiscal year' 


Cumulative to 1968 549 11,418.1 116 1,831.8 665 13,249.9 
Total 1969-1973 374 8,917.8 273 3,931.6 647 12,849.4 
Total 1974-1978 666 24,372.3 376 7,947.4 1,042 32,319.7 
Total 1979-1983 TAA 44,908.0 518 16,368.1 1,229 61,2761 
1983-1984 129 11,947.2 106 3,575.0 235 19;522,2 
1984-1985 ; 131 11,356.3 105 3,028.1 236 14,384.4 
1985-1986 131 13,178.8 97 3,139.9 228 16,318.7 
1986-1987 127 14,188.2 108 3,485.8 235 17,674.0 
1987-1988 118 14,762.0 99 4,458.7 217 19,220.7 
1988-1989 119 16,433.2 106 4,933.6 225 21,366.8 
1989-1990 121 prerane’ id 101 5,522.0 eee 20,701.7 
1990-1991 126 16,392.2 103 6,293.3 229 22,685.5 
1991-1992 aati 15,156.0 110 6,549.7 222 21,1050 
1992-1993 122 16,944.5 123 6,751.4 245 23,695.9 
1993-1994 124 14,243.9 104 6,592.1 228 20,836.0 
1994-1995 134 16,852.5 108 5,699.2 242 22, Seco 
1995-1996 129 14,656.0 12g 6,864.0 256 21,520.0 
1996-1997 141 14,525.0 100 4,622.0 241 19,147.0 


Total 4,064 295,263.7 2,780 101,563.3 6,844 396,827 


\Fiscal years are those of the World Bank Group (July 1 to June 30). 
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ANNEX 4 


Disbursements by the World Bank and IDA Borrowers — 
Goods and Services from Canada — to June 30, 1997 


World Bank IDA Total 
Amount Amount Amount 


(millions of U.S. dollars) 


By calendar year 


Cumulative to December 1960 Liste pe) ~ 133.5 
1961 8.2 - 8.2 
1962 <A - oe 
1963 5.6 7.4 1320 
1964 4.7 1.8 GS 
1965 aye Pa 8.1 
1966 1446 53 16.9 
1967 hoai2 14.7 27.9 
1968 6.3 7.8 14.1 
1969 4.4 11.0 Tore: 
1970 7.6 a ee 8.9 
1971 via aw 1.0 
1972 10.5 Zo 12.8 
1973 12.4 6.1 We 
1974 15.8 8.4 24.2 
1975 Poul 15.0 oral 
1976 Zon 10.8 36.5 
1977 34.5 4.8 39.3 
1978 26.1 5.5 O68 
1979 44.4 8.1 62:5 
1980 51.5 7.8 59.3 
1981 94.3 14.5 108.8 
1982 75.0 176 92.6 
1983 82.3 26.9 109.2 
1984 92.6 54.3 146.9 
1985 94.3 39.7 134.0 
1986 184.8 46.8 231.6 
1987 (January-June) 92.8 23.4 116.2 


By fiscal year 


1988 (July 1 — June 30) 182.1 47.4 229.5 


1989 197.0 45.0 242.0 
1990 164.0 41.0 205.0 
1991 139.0 34.0 1730 
1992 131.0 38.0 169.0 
1993 151.0 41.0 192.0 
1994 115.0 69.0 184.0 
1995 123.0 48.0 171.0 
1996 169.0 56.0 225.0 
1997 113.0 42.0 155.0 
Total 2,609.0 781.0 3,390.0 
Per cent of total disbursements 2.38 1.83 2.18 
Per cent of FY 1997 disbursements 3.14 2.33 2.87 
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INTRODUCTION 


The Bretton Woods institutions — the International Monetary Fund (IMF) and 
the World Bank — were founded at a conference held in Bretton Woods, 

New Hampshire, in 1944. The IMF was established to promote the smooth 
functioning of the international monetary system, encourage international 
trade and support high rates of sustainable economic growth. The IMF (or 

the “Fund”) has become a central institution in the international monetary 
system. It exercises a surveillance function by monitoring members’ economic 
policies, provides policy advice and extends short- and medium-term 

financial assistance to countries faced with balance of payments difficulties. 


The World Bank’s goal is to reduce poverty by raising living standards and by 
promoting sustainable development in developing countries. As the premier 
development institution in the world, it provides a wide range of assistance to 
developing countries, including lending and technical assistance for projects 
which promote sustainable growth and an improved quality of life, and 
structural economic policy advice. The World Bank Group is comprised of 
four organizations: the International Bank for Reconstruction and Development 
(IBRD), the International Development Association (IDA), the International 
Finance Corporation (IFC) and the Multilateral Investment Guarantee Agency 
(MIGA). The IBRD and IDA together are commonly referred to as the 

“World Bank” (or the “Bank” in the following). IDA is the component that 
provides assistance to the world’s poorest developing countries. 


Canada is the eighth largest member of the Fund and the Bank after the 
six other G-7 countries and Saudi Arabia. Canada’s formal participation 
is authorized under the Bretton Woods and Related Agreements Act. 
Under Section 13 of the Act, it is stated that: 


“The Minister of Finance shall cause to be laid before Parliament, 
on or before March 31 next following the end of each year or, if 
Parliament is not then sitting, on any of the first thirty days next 
thereafter that either House of Parliament is sitting, a report 
containing a general summary of operations under this Act and 
details of all those operations that directly affect Canada, including 
the resources and lending of the World Bank Group, the funds 
subscribed or contributed by Canada, borrowings in Canada and 
procurement of Canadian goods and services.” 


The sections that follow review the activities and operations of first the IMF 
and then the World Bank for the year 1998. A final section deals with issues 
common to both institutions. The annexes contain detailed numerical 
summaries of the year’s activities. 


REPORT ON OPERATIONS UNDER THE 


Roles of the IMF and World Bank 


International Monetary Fund 


mw Oversees the international 
monetary system and 
promotes international 
monetary co-operation. 


Promotes exchange rate stability 
and orderly exchange relations 
among member countries. 


Provides short- to medium-term 
financial support to members 
facing balance of payments 
difficulties. 


Draws its financial resources 
primarily from the quota 
subscriptions of its members. 


World Bank 


Promotes economic development 
and structural reform in 
developing countries. 


Provides support for poverty 
reduction through investments 
in health and education. 


Assists developing countries 
through long-term financing 

of development projects and 
programs. 


Provides special financial 
assistance to the poorest 
developing countries through 
the International Development 
Association. 


Stimulates private enterprises 

in developing countries primarily 
through its affiliate, the 
International Finance Corporation. 
Secures most of its financial 


resources by borrowing on 
international capital markets. 
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INTERNATIONAL MONETARY FUND 


Overview 


As a major trading nation, Canada has a major stake in a strong international 
monetary system that promotes the free movement of goods, services and 
financial assets. The IMF is important to ensuring a sound world financial 
system and broad-based economic growth through assistance to countries 
experiencing unsustainable external imbalances and related economic 
difficulties. 


Benefits of Membership 
IMF membership provides a number of specific benefits: 


e The Minister of Finance is a Governor of the Fund and elects an 
Executive Director to its 24-member Executive Board. This representation 
allows Canada to have high-level influence on decisions taken by the 
IMF on specific country assistance programs and major policy issues 
affecting the world financial system. 


e The IMF, through its regular surveillance of member country economies, 
provides Canada with an independent source of policy advice on 
macroeconomic policies and engages in regular dialogue on these policies 
with Canadian officials at the Department of Finance, the Bank of Canada 
and other government agencies. 


e The efforts of the IMF to ensure countries abide by their obligations 
under Fund-supported programs help ensure that they repay Canadian 
bilateral loans and use our bilateral development assistance effectively. 


e Canada earns a market rate of return on its financial position in the IMF. 


e Were Canada ever to experience severe balance of payments difficulties, 
it would have the right to approach the IMF for financial assistance. 
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How the IMF Works 


The IMF works like a credit union. It has a large pool of resources that 
it makes available in several ways to helo members finance temporary 
balance of payments problems. 


Members provide resources to the IMF in amounts determined by “quotas” 
reflecting each country’s relative importance in the world economy. 
A country’s quota in turn helps determine the amount of Fund resources that 
it may use if it experiences economic difficulties. At the end of 1998, the total 
quotas for the Fund’s 182 members was SDR! 145.3 billion. 


A member country uses the general resources of the IMF by making a 
purchase (drawing) of other members’ currencies with an equivalent amount 
of its own currency. A member repurchases (repays) its Own currency from 
the IMF with other members’ currencies over a specified period of time, with 
interest. In this way, a member country receives credit from other members. 


Members seeking financial assistance can draw on a “reserve tranche” and 
four “credit tranches,” each amounting to 25 per cent of their quota. For 
access to resources beyond the first credit tranche, the member and the IMF 
have to reach a mutual agreement on a set of economic measures and 
reforms aimed at removing the source of the country’s balance of payments 
difficulty and creating the conditions necessary for sustainable non- 
inflationary growth. 


Depending on the prospective duration of the problem, these measures are 
agreed to as part of a Stand-by Arrangement or an Extended Fund Facility. 
Stand-by arrangements typically last 12 to 18 months while extended 
arrangements generally run for three years. Emergency financing 
for countries in crisis situations that could spill over to other countries is 
also available through the Supplemental Reserve Facility created in 
December 1997. 


Members can also use financial facilities created for specific purposes, 
including the Compensatory and Contingency Financing Facility, which 
provides financial support to members experiencing temporary export 
shortfalls or other unforeseen adverse external shocks. 


Concessional financing to low-income developing countries under the 
Enhanced Structural Adjustment Facility is made available in the form of 
low-interest loans with extended maturity periods. 


1 The SDR (special drawing right) is the standard unit of account for the IMF’s operations. 
It represents a weighted basket of five major currencies — the US dollar, the Japanese 
yen, the pound sterling and Euro values for the German mark and the French franc. 

At the end of 1998, the exchange rate was SDR 1 = C$2.15. 
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Canada’s Priorities at the IMF 


Global Economic and Financial Stability 


A key objective is to ensure that the IMF is able to cope with the emerging 
needs of the world economy and can deal with any new crises that might 
arise, such as the one which affected many emerging markets beginning in 
mid-1997 and continuing through 1998. This requires that the Fund move 
quickly to adapt its lending facilities and policies. Discussions continued 
during 1998 on a number of initiatives. Some of these represented the 
continuation of themes first advanced at the 1995 G-7 Summit in Halifax. 
However, many others reflected initiatives stemming from ongoing discussions 
with Canada’s international partners, in response to problems revealed by 

the unfolding crisis. The key elements of these proposals included: 


e identifying problems before they reach crisis proportions by strengthening the 
IMF’s surveillance of national policies and financial market developments; 


© encouraging the Fund to make greater efforts to help strengthen financial 
sectors in emerging markets, and improve co-operation between the 
Fund and the World Bank on financial sector issues; 


e encouraging the IMF to refine its understanding of capital account 
liberalization by studying the experience of countries that have undertaken 
liberalization, with the ultimate goal of providing developing countries with 
a practical guide to capital account liberalization, aimed at codifying best 
practices and spelling out appropriate defence mechanisms for countries 
at different stages of development; 


e helping to ensure that private-sector investment in emerging markets 
reflects a correct assessment of the underlying economic circumstances 
of countries, through greater transparency in their public sector, including 
more timely and higher quality economic and financial data; and 


e ensuring that the Fund has adequate resources for its regular lending 
operations through approval of the Eleventh General Review of Quotas, and 
has adequate liquidity to respond to financial emergencies through approval 
of the New Arrangements to Borrow, which represent a doubling of the 
resources available to the IMF under the General Arrangements to Borrow. 


As a follow-up to these recommendations, the Executive Board of the Fund 
initiated action four years ago in a number of areas. The financial crisis that 
has affected a number of emerging markets since mid-1997 and the ongoing 
challenges posed by an increasingly integrated global economic system 
reinforced the importance of the Fund carrying through with these initiatives. 
In particular, this includes the important work underway to improve the 
architecture of the international monetary system in the areas of transparency, 
provision and publication of data, international standards and strengthening 
of financial sectors. 


SSSA 
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Emerging Market Financial Crises 


Over the past year the IMF has worked together with other members of the 
international community to try to avert or contain financial crises in emerging 
market economies. Substantial financial resources have been mobilized, 

as necessary, to help countries experiencing temporary liquidity problems. 
However, as was evident in the case of Russia, IMF assistance can only be 
maintained as long as the country involved demonstrates the desire to 
implement the necessary reform measures. International financial assistance 
is not a substitute for prudent domestic policy actions. 


During the latter half of 1997, the IMF was a key player in international efforts 
to restore stability to East Asia. However, despite the significant amount of 
international support, confidence has been slow to return to the region. 
Economic turmoil has been compounded by political problems in some 
countries, notably Indonesia. Output in the economies of East Asia hardest 
hit by the economic turmoil declined sharply in 1998. However, there were 
signs late in the year that a turnaround was in sight — notably in Korea and 
Thailand, where implementation of their IMF programs has been good. 

The US$17.2-billion international assistance package for Thailand included 

a US$500-million loan from Canada. 


The financial market turmoil spread to other emerging market economies in 
1998. As financial pressures rose in the Russian economy in the spring, the 
IMF led an international effort to try to avert a crisis in that economy. The IMF 
approved financial support of US$15.1 billion for Russia (including a previous 
commitment of US$3.9 billion), as part of a broader international support 
package that totalled US$22.6 billion. However, pressures on the Russian 
economy continued to mount, reflecting inadequate political commitment to 
implement the fundamental economic reforms needed to put the economy on 
a sustainable footing. In August, the Russian government effectively devalued 
the ruble and defaulted on some of its domestic debt. This led to the 
postponement of the international assistance package. 


The Russian crisis resulted in a sharp widening of emerging market bond 
spreads, relative to comparable US Treasuries, as financial market participants 
became more cautious about investing in emerging market economies. 

The spillover effect from the Russian crisis was particularly pronounced in 
Latin America, most notably Brazil. 


Concern over a devaluation in the Brazilian rea/ led to capital flight and forced 
authorities to draw down foreign exchange reserves in defence of the crawling 
peg for the exchange rate. On November 13, an IMF-led international financial 
assistance package totalling US$41.6 billion was announced for Brazil. 

As part of this package, Canada is participating in a Bank for International 
Settlements Credit Facility (of about US$13.28 billion) by guaranteeing up 

to US$500 million plus interest. While the package initially buoyed optimism 
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in the Brazilian economy, the slow progress made in passing the necessary 
fiscal consolidation measures led to a renewed bout of investor pessimism. 
Financial pressures became so intense that on January 15, 1999 the Brazilian 
authorities let the rea/ float. The IMF and Brazil have agreed on the details 

of a modified IMF program that takes into account the changes to Brazil’s 
economic outlook. These modifications were approved by the Executive 
Board in March. 


IMF-Led Packages for Russia and Brazil 


Contributions (in billions of US dollars) 


Donor Russia Brazil 
IMF Toe 18.1 
(267% of quota)! (600% of quota)? 
Other international 
financial institutions 6.0 9.35 
Bilateral 1 14.18 
Total 22.6 41.6 


1 Financed partially through the General Arrangements to Borrow 
2 Financed partially through the New Arrangements to Borrow 


Transparency and Accountability in the Fund’s Own Operations 


Greater information on the activities of the IMF contributes to greater public 
understanding of the institution. For this reason, Canada has supported 
measures to enhance the transparency and accountability of the Fund’s 

own operations. The Fund has responded to the concerns of members for 
ensuring transparency by making available significantly more information on its 
activities. This includes publication of country reports, increased dissemination 
of information on the Fund’s annual consultations with member countries, 

and opening of the archives for documents that are more than 30 years old. 
At Canada’s instigation, the Fund began to examine ways in which it 
communicates its work to the public. In addition, the Fund is encouraging 
member countries to release Letters of Intent and Policy Framework Papers 
that underpin Fund-supported programs. 


The Fund is also encouraging countries to publish the “mission statements” 
that are prepared at the time of the IMF’s annual consultations with member 
countries. Prior to the preparation of the staff's report to the Executive Board, 
the IMF mission often provides the authorities with a statement of its 
preliminary findings at the conclusion of its discussions with the authorities. 

A number of countries, including Canada, are now releasing these statements. 
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In May 1997, the IMF inaugurated a new series of Public Information 

Notices (PINs) that provide background information on a member country’s 
economy and the IMF’s assessment of the country’s policies and prospects. 
PINs are issued at the country’s request following the conclusion of the 
Fund’s regular consultation with the member. Canada’s most recent PIN was 
published February 5, 1999. An increasing number of countries have agreed 
to the publication of PINs with over two-thirds of countries now agreeing. 
The Fund is also proposing issuing PINs on policy papers and regional 
economic reviews. 


Canada has placed great importance on the establishment of an independent 
evaluation process that can impartially assess IMF activities on a regular basis. 
In this context, the IMF launched an evaluation by independent external 
experts of several aspects of Enhanced Structural Adjustment Facility 
(ESAF)-supported programs. This followed the internal IMF staff review of 

the experience of reform programs under the ESAF in 1997. The external 
evaluation concentrated on three topics: developments in countries’ 

external positions during ESAF-supported programs; social policies and the 
composition of government spending during ESAF-supported programs; 

and the effect of countries taking “ownership” of ESAF-supported programs. 
The experts completed their report in early 1998. 


The external report recommended that ESAF programs pay greater attention 
to the social impact of adjustment, particularly on the most vulnerable groups, 
and routinely undertake a broader review of policy alternatives to better 
entrench government ownership and commitment. In July 1998, the IMF’s 
Executive Board discussed a follow-up report prepared by the staff, entitled 
Distilling the Lessons of the ESAF Reviews. Although Executive Directors 
continued to view the ESAF as an effective and valuable instrument in 
supporting macroeconomic adjustment and structural reform in low-income 
countries, they endorsed proposals to strengthen the design and 
implementation of ESAF-supported programs in the light of the findings 

of the internal and external ESAF reviews. At the urging of Canada and 

other countries, the IMF published the external evaluators’ report and other 
documents related to the exercise, and broadened the process further by 
asking the general public to comment. 


Two additional external evaluations were launched in 1998 and are expected 
to be completed in 1999. One is an evaluation of the overall effectiveness of 
the IMF’s surveillance of member countries’ policies. The other is an evaluation 
of the IMF’s research activities. 


In response to increased public interest in the IMF’s financial position and the 
desire of members such as Canada for enhanced operational transparency, 
in November 1998 the Fund began to publish at intervals throughout the 
year information on its financial resources and liquidity position, in addition 

to the data already available in the institution’s annual report and other 
publications. 


BRETTON WOODS AND RELATED AGREEMENTS ACT — 1998 


How to Access Information from the IMF 


A vast array of Fund information — including fact sheets, press releases, 
speeches, /MF Survey, annual reports, world economic outlooks, 
staff country reports, and working papers — is available on the Fund’s public 
Web site at http://www.imf.org/ . In addition, the IMF’s Publication Services 
provides a wide variety of Fund documents on the policies and operations of 
the IMF as well as world financial and economic developments. These 
include: 

m IMF annual report 

a World Economic Outlook 

IMF staff country reports 

International Financial Statistics 

Annual Report on Exchange Arrangements and Exchange Restrictions 
press releases 

IMF Survey 


The Publications Centre is located at 700 — 19th Street N.W., Washington, 
DC 20431, USA. Phone: (202) 623-7430; fax: (202) 623-7201. Internet 
address: publications@imf.org . 


Provision and Publication of Data 


Following the 1995 Halifax Summit, the Fund also initiated work on new data 
standards to better inform markets of financial and economic developments 
and to strengthen Fund surveillance. Countries that are capital market 
borrowers are now making comprehensive data available to the public on a 
timely basis under the IMF’s Special Data Dissemination Standard (SDDS) 
established in April 1996. Information on the statistical practices of members 
subscribing to the new standard is posted on the IMF’s Dissemination 
Standards Bulletin Board (DSBB) on the Internet (http://dsbb.imf.org/). 
Canada was one of the first countries to subscribe to the new standard, and 
information on Canada’s statistical practices is posted on the DSBB at 
http://dsbb.imf.org/country/cancats.htm . 


The Fund reviewed progress under the SDDS in 1998 and approved a 
number of measures related to its operation, including extending to the end of 
1999 when subscribing countries are to be in full observance of the standard, 
making the dissemination of annual data on international investment positions 
a requirement by the end of 2001, and prescribing mandatory hyperlinks from 
the DSBB to national data sites by the end of 1999. 
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The recent financial crises in a number of emerging markets demonstrated 
additional shortcomings in the public availability of data on external debt and 
international reserves with regard to forward operations and the usability of 
reserves. Disclosure of information on the financial situation of commercial 
banks was also unsatisfactory. At the urging of Canada and other members, 
the IMF is continuing to examine ways to expand the SDDS to improve 
coverage of these areas. 


Standards 


The Fund is also contributing to the development and dissemination of 
international standards in other areas. In 1998, the Fund adopted a Code of 
Good Practices on Fiscal Transparency to guide member countries in enhancing 
the accountability and credibility of fiscal policy. Members are encouraged to 
implement the Code on a voluntary basis. The Fund is also developing, in 
consultation with central banks and international financial supervisory authorities, 
a similar code with respect to monetary and financial policies. 


New Arrangements to Borrow 


At the Halifax Summit, the Group of Seven asked the Group of Ten (G-10) and 
other countries with the capacity to support the international monetary system 
to develop financing arrangements aimed at doubling the amount of resources 
currently available under the General Arrangements to Borrow (GAB) (a credit 
arrangement which backstops the IMF’s regular resource base) and enlarging 
the number of countries that could provide exceptional financial assistance to 
the IMF. A G-10 Working Group, chaired by Canada, undertook consultations 
with potential new participants. 


The Fund’s Executive Board approved the New Arrangements to Borrow 
(NAB) in early 1997, effectively doubling the resources, or credit, currently 
available to the IMF through the GAB. The resources are provided by the 
G-10 countries and some 14 other industrial countries and emerging 
economies judged to have the capacity to support the international financial 
system. The broader participation of the NAB underlines the changing nature 
of the global economy and the willingness of emerging economies to share 
responsibility for managing the international monetary system. 


The NAB came into force November 17, 1998 and was activated for the 

first time on December 2, 1998 in support of the IMF’s Stand-by Arrangement 
with Brazil. The NAB participants, including Canada, agreed to lend up to 
SDR 9.1 billion in support of the Fund’s financing to Brazil through its 
Supplemental Reserve Facility, of which SDR 2.9 billion was made available 

in 1998. 


BRETTON WOODS AND RELATED AGREEMENTS ACT — 1998 


New Arrangements to Borrow 


The main features of interest of the New Arrangements to Borrow (NAB) are: 


m Participating countries will make loans to the IMF when supplementary 
resources are needed to forestall or cope with an impairment of the inter- 
national monetary system, or deal with an exceptional situation that poses 
a threat to the stability of the system. 


m Twenty-five countries have agreed to lend up to SDR 34 billion (about 
C$73 billion) to the Fund in the case of financial emergencies. 


m Canada’s share in the arrangement is 4.1 per cent, in the form of a commit- 
ment to provide non-budgetary loans to the IMF from its international 
reserves. 


m The NAB does not replace the General Arrangements to Borrow (GAB), 
which will remain in force. However, the NAB will be the first and principal 
recourse of the IMF in the event of a need for supplementary resources. 


Quota Review 


The Fund must have adequate resources to maintain its effectiveness as a 
monetary institution addressing temporary balance of payments problems 
through support of sound adjustment policies. Reviews of Fund quotas are 
conducted at regular intervals, and no less frequently than every five years, 
to replenish its regular or quota-based resources. The IMF reached agreement 
under the Eleventh General Review in 1997 on a 45-per-cent increase in 
IMF quotas to SDR 212 billion (US$297 billion). Seventy-five per cent of 

the overall increase was distributed among all members in proportion to 
their existing quotas. The balance of the increase was distributed so as 

to better align members’ quotas with their relative positions in the world 
economy. The new quotas came into effect January 22, 1999 when the IMF 
determined that members having 85 per cent of total quotas had ratified 
their increased quotas. Canada’s quota was raised from SDR 4,320.3 million 
to SDR 6,369.2 million. 


SDR Allocation 


For anumber of years, the IMF has been examining ways to help redress 
inequities in the present distribution of SDRs arising from the fact that a 
number of new members, including Russia and the other former centrally 
planned economies, have not participated in previous allocations. At the 
IMF/World Bank annual meetings in September 1997, IMF Governors 
approved a special one-time allocation of SDR 21 .4 billion that will ensure 
that all members receive an equitable share of cumulative SDR allocations. 


15 


REPORT ON OPERATIONS UNDER THE 


The one-time allocation, which requires an amendment of the Fund’s 
Articles of Agreement, will double the amount of SDRs already allocated. 
The allocations to be provided to member countries will establish a common 
“benchmark” of cumulative allocations to members’ Ninth Review quotas. 
The allocation will be made when the amendment has been accepted by 
the governments of three-fifths of IMF members having 85 per cent of total 
voting power. 


Special Drawing Rights 


= The special drawing right (SDR) is an international reserve asset created by 
the IMF and allocated periodically to its members as a supplement to their 
foreign currency and gold reserves. 


= A general SDR allocation requires a determination by the IMF Board 
of Governors that there is a global need to supplement existing 
reserve assets. 


= SDRs were first allocated to members in 1970. There have been two other 
general allocations, the most recent undertaken in 1981. The outstanding 
stock of SDRs currently totals SDR 21.4 billion. 


Canada has received allocations totalling SDR 779.3 million. Following 
the special one-time allocation, Canada’s allocations will increase to 
SDR 1,266.5 million. 


Governance 


A significant initiative in 1997 was the adoption of guidelines regarding the role 
of the Fund in issues of governance. The guidelines (News Brief 97/15 on the 
Fund’s Web site) reflect the increased importance that Fund members place 
on good governance and support a more active Fund approach in advocating 
policies and administrative practices that reduce the opportunity for corruption 
in the management of public resources. 


Canada led efforts in 1998 to get the IMF to more explicitly inform countries 
of concerns about the links between poor governance and weak economic 
performance, and to delay or suspend IMF support until countries have taken 
appropriate corrective action. Canada also encouraged the Fund to work 
with member countries to improve the quality of government expenditures by 
reducing outlays for unproductive purposes, such as costly military budgets, 
thereby making room for productive spending on primary health care and 
basic education, for example. 
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Capital Account Liberalization 


In 1998, in response to the efforts of a number of countries including 
Canada, the focus of the Fund’s involvement in the issue of capital account 
liberalization shifted away from a discussion of the need for a formal extension 
of its jurisdiction in this area to ways of providing better policy advice to help 
countries on the path to orderly capital account liberalization. This reflects 

the view that, although capital account liberalization can bring important 
benefits, it can also increase countries’ vulnerability to sudden shifts in 
investor sentiment. This is particularly the case if they rely heavily on 
short-term capital flows, or have weak domestic financial sectors. 


An important lesson from the 1998 financial crises is that the opening of 
the capital account must be carried out in an orderly, gradual and 
well-sequenced manner. To this end, Canada has called for the IMF to play 
an expanded role in this area by developing a practical guide, or “roadmap,” 
for safe capital liberalization in developing countries. The objective would be 
to codify best practices and spell out appropriate policies for countries at 
different stages of development. 


Lending Developments in 1998 


A core activity of the Fund is to provide short- and medium-term financial 
assistance to members faced with balance of payments difficulties. The 
objective is to enable countries facing such difficulties to correct temporary 
payments imbalances with a minimum of disruption to the international 
monetary system. The provision of financing from the IMF, and the additional 
financing that an arrangement with the Fund often attracts from other sources, 
enables countries to undertake smoother economic adjustment. 


At the end of 1998, the IMF had lending arrangements worth SDR 61.2 billion 
in place for 59 member countries (see Annex 1). Drawings by these countries 
in 1998 increased to a record level of SDR 21.5 billion. The increase in lending 
was primarily the result of drawings under new financial arrangements with 
Russia and Brazil as well as drawings under existing arrangements with Korea 
and other members affected by the Asian crisis. 
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Table 1 
IMF Resource Flows 
1997 1998 
(in SDR billions) 
Total purchases 16.8 2020 
Of which: 
Stand-by Arrangements 1Sc2 AZ 
Extended Fund Facility 2.8 6.3 
Compensatory and Contingency Financing Facility On PLP. 
Enhanced Structural Adjustment Facility CFG 0.9 
Total repurchases aye Sere 
Net purchases ete 4 14.8 


In 1998 lending increased sharply under the Extended Fund Facility (EFF), 
mainly to Russia and Indonesia. In July 1998, Russia’s existing EFF 
arrangement was augmented by SDR 6.3 billion. Nearly half of the initial 
disbursement was made available to Russia through the Supplemental Reserve 
Facility (GRF), the Fund’s short-term lending facility that addresses crisis 
situations which could spill over to other countries. In August 1998, Indonesia’s 
existing stand-by credit was replaced by an EFF arrangement designed to 
address the country’s deep-seated structural problems and provide a longer 
repayment period than was available under the stand-by credit. 


The continued high level of disbursements under stand-by arrangements in 
1998 was sustained by a large drawing made late in the year under the new 
arrangement approved for Brazil. Most of the drawing was made available 
under the SRF. 


Lending rose slightly under the IMF’s concessional facility, the Enhanced 
Structural Adjustment Facility. Russia accounted for the full amount of 
SDR 2.2 billion disbursed under the Compensatory and Contingency 
Financing Facility, one of the Fund’s other special-purpose facilities. 


Managing Canada’s Interests at the IMF 


The Minister of Finance is Canada’s Governor at the IMF and is responsible 
for the management of Canadian interests at the Fund. The Minister exercises 
influence on IMF issues through Canada’s Executive Director at the Fund’s 
Executive Board, interventions at the spring and fall meetings of the Interim 
Committee, his plenary speech at the IMF/World Bank Annual Meetings and 
periodic meetings with the Managing Director of the Fund. (The Minister’s 
speeches are available on the Department of Finance Web site located at 
http://www.fin.gc.ca/) The Governor of the Bank of Canada is Canada’s 
Alternate Governor of the IMF. The Governor also attends the spring and 

fall meetings of the Fund. 
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The management of Canada’s interests in the ongoing work of the IMF is 

the responsibility of the Executive Director, Mr. Thomas A. Bernes, Canada’s 
representative on the Executive Board. Mr. Bernes is one of 24 Executive 
Directors. In addition to Canada, he represents 11 other countries (Ireland and 
10 Caribbean countries), which form a constituency at the Executive Board. 
Of the 24 members of the current Executive Board, 12 are from developing 

or transition countries and 12 from industrial countries. As the main decision- 
making body of the Fund, the Board normally meets three times a week. 


The Department of Finance co-ordinates Canadian policy advice on IMF 
issues and Canada’s operational interests in the IMF. The Bank of Canada 
also works closely with the Department of Finance in providing advice on 
issues of interest to Canada’s Executive Director. Other involved departments 
and agencies include the Department of Foreign Affairs and International Trade 
Canada and the Canadian International Development Agency. Within the 
Department of Finance, the International Finance and Economic Analysis 
Division is specifically responsible for conducting analyses and preparing 
advice on the policy issues and specific country programs that are brought 
before the Executive Board. 


Parliament is informed of the activities and operations of the Bretton Woods 
institutions through the tabling of the annual report on the operations of the 
Bretton Woods institutions, the communiqués of the Interim and Development 
Committees and appearances of the Canadian Executive Directors and 
departmental officials before parliamentary committees. 


Canada’s Voting Record 


Since most decisions at the Fund are taken on a consensus basis, formal 
votes by Governors and the Executive Board are rare. Canada attempts to 
influence the development of Fund policy proposals before they are brought 
to the Board (often through the circulation of memoranda outlining Canadian 
positions) or to influence other members in the course of Board discussions. 
But in 1998 Canada abstained on the vote to increase IMF staff salaries. In 
early 1999 Canada also abstained on a vote to approve Pakistan's request 
for financial assistance. 
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Canada’s Office at the IMF 


In addition to the Executive Director, Canada’s office is staffed by a Canadian 
advisor and two technical assistants. Ireland staffs the Alternate Director’s 
position and the Caribbean countries occupy a second advisor’s position. 


Canadian Members of the Executive Director’s Office 


Executive Director: Mr. Thomas A. Bernes 

Canadian Advisor: Mr. Mostafa Askari 

Canadian Assistant: Mr. Jeff Chelsky 

Canadian Assistant: Mr. John Nelmes 

Phone: (202) 623-7778; fax: (202) 623-4712 
Address: 11-100, 700 — 19th Street N.W., 


Washington, DC 20431, USA 


The primary responsibility of the Executive Director’s Office is to represent the 
interests of Canada and the other members of the constituency at the Fund’s 
Executive Board. The office participates in the Board’s discussions of a wide 
variety of policy, operational and administrative matters, including surveillance 
issues and country assistance requests and reviews. 


Canada’s Financial Participation 


Canada’s financial participation in the IMF consists primarily of its quota 
subscription. Canada’s quota following the recent increase, associated 
with the coming into effect of the Eleventh Review, is SDR 6,369.2 million, 
or about 3 per cent of total quotas. Our quota subscription is a government 
asset, which we make available to the Fund partly in Canadian dollars and 
partly in reserve currencies, such as US dollars or SDRs. These latter non- 
Canadian dollar amounts continue to be part of Canada’s foreign exchange 
reserves. As an asset, Canada’s quota subscription is not recorded as an 
expenditure item in the budget of the Canadian government. 


Only a tiny portion of the Canadian dollar part of our subscription is actually 
held in cash by the IMF. The balance is held by the Bank of Canada in the 
form of demand notes, which are available to the Fund in the event it needs 
to draw upon additional resources. Canada earns interest on its quota 
subscription when the Canadian dollar is used in Fund lending operations, 
i.e., drawn by other member countries. In 1998, Canada received 

SDR 36.4 million on its net creditor position in the IMF. In addition, Canada 
received SDR 0.8 million in interest on General Arrangements to Borrow 
lending to the IMF (additional information on this lending is provided below). 
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Table 2 
Canada’s Financial Position in the IMF 


December 31 W 1998 December 31, 1997 
(in SDR millions) 


Quota 4,320.3 4,320.3 
Fund holdings of Canadian dollars 2,892.11 3,153.0! 
Reserve position in the Fund 1,428.22 1,167.32 


1 In accordance with Fund regulations, at least 0.25 per cent of Canada’s quota is held by the IMF 
in a Canadian dollar cash deposit at the Bank of Canada. The Fund’s remaining Canadian dollar 
holdings are in the form of non-interest-bearing demand notes, also kept by the Bank of Canada. 


2 This is the amount Canada is entitled to draw on demand from the IMF for balance of payments 
purposes. Our reserve position in the Fund is the result of the portion of our quota subscription 
made available to the Fund over time in reserve currencies, the use of the Canadian dollar in Fund 
financial transactions with other members, and loans to the IMF under borrowing arrangements 
such as the General Arrangements to Borrow and New Arragements to Borrow. As the name 
suggests, our reserve position in the Fund is a part of Canada’s official foreign exchange reserves. 


At the end of the year, Canada’s holdings of SDRs amounted to SDR 

779.5 million, or 100.0 per cent of our Cumulative allocation of SDRs. In 1998, 
Canada held SDRs in an amount greater than our allocation, and so earned 
net interest income of SDR 1.1 million.’ This income, and the net income 
from our net creditor position with the Fund noted above, are paid into the 
Government of Canada’s Exchange Fund Account, adding to our foreign 
exchange reserves. 


Last year, in line with earlier commitments, Canada made further contributions 
to the IMF’s Enhanced Structural Adjustment Facility (ESAF). The facility 
provides financial support on concessional terms to low-income countries 
facing protracted balance of payments problems. Canada’s commitment 

to the ESAF is a loan of SDR 500 million and a grant of approximately 

SDR 190 million. At the end of 1998, loan payments under these 
arrangements totalled SDR 399.5 million and subsidy contributions equalled 
SDR 104.4 million. 


Canada is also a participant in the General Arrangements to Borrow (GAB), the 
credit arrangement established by the G-10 industrial countries to supplement 
the Fund’s regular resources in the event of financial crises. Canada’s GAB 
commitment is the equivalent of SDR 892.5 million. This line credit was 

used for the first time in a number of years to finance the SDR 6.3-billion 
augmentation of Russia’s extended arrangement. The IMF made only one 

call of SDR 1.4 billion under the activation, of which Canada’s share was 

SDR 75.8 million. As noted above, Canada is also a participant in the 


1 When a member's holdings of SDRs is greater (lesser) than its cumulative allocation, 
that member (the Fund) receives interest on the difference. 
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New Arrangements to Borrow (NAB), and in December 1998 lent the IMF 
SDR 128.7 million under the first call in support of Brazil’s Stand-by 
Arrangement. Both the GAB and NAB loans were repaid by the IMF to 
Canada in March 1999. 


Challenges Ahead 


A key challenge for the Fund is to ensure that its mission meets the needs of 
an increasingly integrated global economic system. In addition, the Fund must 
continue to provide support to members with balance of payments problems, 
including the heavily indebted poor countries (HIPCs). To meet these 
challenges: 


e The IMF should examine how it can reorient its surveillance activities to 
better foresee, prevent and respond to liquidity and confidence crises 
of the type that have recently affected Asia. 


e The IMF must continue to make an effective contribution to a 
comprehensive debt strategy by ensuring that it has sufficient resources 
to continue to finance the ESAF for the benefit of the HIPCs. The IMF 
must continue its efforts to establish a “self-sustained” ESAF to ensure 
low-interest loans with extended maturity periods are available for 
low-income countries. 


e The IMF must devote close attention to the issue of how to achieve 
appropriate sequencing of capital account liberalization, with special 
emphasis on the priority of strengthening financial sectors and ensuring 
their adequate regulation and supervision. 
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THE WORLD BANK 


Overview 


Membership in the World Bank affords Canada an important voice on key 
development issues in the world’s premier multilateral develooment bank. 
With 181 members and loans and credits to 85 developing member countries 
in fiscal year (FY) 1998, the World Bank has a far-reaching impact on global 
development. It assists members, both developing countries and countries 

in transition from planned to market economies, by providing concessional 
assistance and access to world financial markets for development purposes. 
In addition, it advises on policy issues crucial to improving members’ longer- 
term development and poverty reduction prospects. In its 1998 fiscal year, 
the World Bank committed loans and credits of about US$28.6 billion to these 
countries (see Annex 2). In over fifty years of existence, it has provided more 
than US$400 billion in loans to the developing world (see Annex 3). 


How the World Bank Group Works 


The World Bank Group is made up four complementary but distinct entities: 
the International Bank for Reconstruction and Development (IBRD), the 
International Development Association (IDA), the Multilateral Investment 
Guarantee Agency (MIGA) and the International Finance Corporation (IFC). 


The IBRD and IDA (together commonly known as the World Bank) both 
provide funding for investment projects and for adjustment, or economic 
reform, operations. The IBRD lends funds on commercial terms (slightly 
above a market interest rate — LIBOR) to the better-off borrowing members, 
while IDA provides interest-free credits to the poorest borrowers. The IBRD 
gets its funds primarily from borrowing on international markets, on the basis 
of its triple-A credit rating, whereas IDA receives grant funding from donors 
and other sources including World Bank net income (details are provided 
below). In effect, the IBRD on-lends to borrowing countries at a rate of 
interest much lower than that which they could secure on their 
own borrowings. 


The IFC supplements the activities of the IBRD and IDA by undertaking 
investments on commercial terms in productive private sector enterprises. 
The IFC provides such services as direct private sector loans, equity 
investments, resource mobilization and technical assistance. MIGA’s 
mandate complements that of the IFC: it promotes private foreign direct 
investment in developing countries, primarily through the issuance of 
insurance against non-commercial risk, such as the risk of Currency 
inconvertibility during civil conflict. 
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Many of the Bank’s members continue to face a tremendous challenge 

in raising the living standards of their populations. The Bank’s support has 
been crucial in transforming a number of countries from dependence towards 
greater self-reliance. Where countries have established an appropriate 
enabling environment, private capital can play an important role in helping 

to finance future growth. The World Bank continues to play an important 
catalytic role in encouraging the use of private capital for development. 


Responding to the Emerging Markets Financial Crisis 


International markets remained volatile in 1998 and into 1999, with the 

East Asian financial crisis soreading to other emerging markets (most notably 
Russia and Brazil). This emerging markets financial crisis poses a considerable 
risk to global economic expansion and threatens to undermine global 
progress in reducing poverty. The World Bank, together with the IMF, has 
assumed a central role in providing financial and technical assistance to 
economies affected by the emerging markets financial crisis. The two 
institutions are playing a particularly important role in helping restore 
international investor confidence in crisis economies. Distinct from the IMF, 
the World Bank’s participation in the global response to the financial crisis is 
shaped by its mandate and experience in promoting longer-term sustainable 
economic development. 


After expanding rapidly in the early and mid-1990s, private capital flows to 
developing countries have contracted sharply since the onset of the financial 
crisis. This contraction, coupled with a continuing decline in transfers from 
bilateral Official Development Assistance agencies, increased demand for 
World Bank financing considerably in FY 1998 (July 1, 1997-June 30, 1998). 
Demand has continued to remain strong. 


Demand has been particularly high for adjustment lending,? which has 

been the principal vehicle for the delivery of Bank assistance to crisis 
economies. Adjustment lending as a share of total Bank (IDA and IBRD) 
lending operations increased in FY 1998 to 39 per cent, compared to 

26.5 per cent in FY 1997 and 21 per cent in FY 1996. In FY 1998, for the 
IBRD alone, adjustment lending amounted to 47 per cent of the institution’s 
total lending operations. By agreement of shareholders, IBRD adjustment 
lending is normally subject to a notional ceiling equivalent to 25 per cent of 
total lending. Executive Directors of the Board of the Bank agreed in FY 1998, 
given the Bank’s critical role in the international effort to address the financial 
crisis and the link between longer-term development and the restoration of 
growth that adjustment lending supports, that this lending guideline could be 
exceeded in FY 1998. It may be exceeded in FY 1999 as well. 


2 An “adjustment loan” is a rapidly disbursing lending instrument used by the Bank to provide 
support for a government’s structural reform program. The bulk of the Bank’s total lending 
operations, however, are in the form of “investment loans,” which are disbursed over the 
medium- to long-term implementation periods of specific development projects. 
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In FY 1998, total Bank lending commitments rose an unprecedented 

67 per cent over the 1997 total to US$28.5 billion. The bulk of this lending 
(US$16 billion) was to East Asian crisis economies; additional lending has also 
been provided to Russia, Brazil and Argentina. In the case of one recipient, 
Korea, the Bank had not been an active lender since 1988. 


Lessons of the Crisis 


Three important lessons have been learned by the Bank from the emerging 
markets financial crisis. First, good governance, including strong supervisory 
institutions, is key to economic stability. Second, financial crises inevitably 
have social consequences and, in particular, often markedly worsen the 
plight of the poor. And third, multilateral and bilateral agencies must better 
co-ordinate their responses. The Bank has incorporated these lessons into 
its operations and this is reflected in the four principal orientations of its crisis 
support programs: (a) addressing the social consequences of the crisis 
(social safety net and labour market issues); (6) promoting better governance; 
(c) targeting assistance to financial and corporate restructuring and providing 
support for structural reforms which are aimed at restoring sustainable growth; 
and (d) building partnerships. 


(a) Helping to Protect the Poor 


The speed and depth with which the emerging markets financial crisis has 
affected the poor has taken governments and multilateral institutions by 
surprise. Affected countries have been hit by falling incomes, rising absolute 
poverty and malnutrition, declining public services, threats to educational and 
health status, increasing vulnerabilities among women and children, and 
growing crime and violence. Indonesia has been affected most acutely; the 
IMF is projecting that as many as 21.5 million people, amounting to about 

11 per cent of the population, could fall below the poverty line (living on less 
than US$2 a day). It is estimated that the number of people below the poverty 
line could increase by as many as 6.7 million (12 per cent of the population) 
in Thailand, and by as many as 5.4 million (12 per cent of the population) in 
Korea. In the case of Brazil a 3-per-cent fall in GDP would push an estimated 
7.5 million Brazilians below the poverty line. 


In response, the Bank has made incorporating support for the social sector a 
key element of its economic adjustment and restructuring assistance in Crisis 
economies. The Bank’s work includes assistance to governments in designing 
and financing social investment funds and in strengthening social security 
systems for the elderly and unemployed. 


In FY 1998, the Bank committed roughly US$800 million in direct support of 
social sector projects in the East Asia and Pacific region and it plans to triple 
this level over the next three years. Recent structural adjustment loans to 
Thailand, Korea, Indonesia and Malaysia have all incorporated components 
aimed at protecting public spending on health and education (both of which 
have a strong pro-poor impact). The Bank estimates that the bulk of its 
adjustment lending in East Asia in FY 1998 could be broadly characterized 
as “poverty-focused.” 
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More broadly, in FY 1998, 40 per cent of the Bank’s total investment (project) 
lending was targeted directly at the poor (compared to 29 per cent in 

FY 1997). In addition to its social sector project lending, the Bank’s 
adjustment lending also provides direct budgetary support to the government 
programs that have a strong social component. The World Bank also 
supports social sector activities through its policy discussions and 
consultations with governments, through its provision of technical assistance, 
economic surveys and public expenditure reviews, and through its 
participation in partnership programs. 


Impact of the Crisis on the Poor/Reaction of the World Bank 


The World Bank’s immediate focus in crisis economies is to ensure that 
low-income and poor households have adequate food, security and access 
to critical needs such as medicine and hospital supplies. To this end, Bank 
interventions support public spending which benefits the poor and helps 
improve safety net arrangements. 


m In Indonesia, assistance is given to introduce subsidies for essential goods 
as well as scholarship funds for 2.6 million needy junior secondary school 
students. 


m In Thailand, the Bank is working closely with the Thai government to identify 
what public expenditures that may directly assist the poor can be protected 
or expanded. In addition, a US$300-million Bank loan will fund job creation 
for the poor and the unemployed through public works programs, which are 
expected to create roughly one million months of jobs. 


m in Korea, substantial assistance was given for pension reforms. Bank lending 
has helped the government increase its budgetary allocations for social 
safety net programs (social safety net outlays included in 1998 amounted to 
2.5 per cent of GDP, a ten-fold increase over 1997). 


a In Brazil, a US$252-million loan will help the government provide assi- 
tance to children in poor families, retired and disabled poor, as well as 
families needing access to free or low-cost health services. A separate 
US$757 million loan is targeted at supporting the reform of the national 
pension system. 


(b) Promoting Good Governance/Combating Corruption 


With its adjustment and technical assistance loans, the Bank is supporting 
various civil service reforms that are targeted towards improving governance 
by enhancing public accountability and transparency of government 
agencies. The Bank also provides governments with advice on the drafting 
of governance-related laws, including legislation to combat corruption. This 
work is being supported by extensive Bank analysis of budgetary processes 
and institutional effectiveness. In Indonesia, the Bank is working with the 
government and representatives of civil society to develop a comprehensive 
public sector anti-corruption strategy. 
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(c) Supporting Reform and Restructuring 


With respect to the corporate sector, the Bank is assisting governments 
in developing restructuring and bankruptcy frameworks and stronger 
competition policy, as well as supporting corporate governance and 
legal reforms. 


A strong financial sector is key to recovery and in its financial sector work, 
the Bank increased its professional staff complement by some 50 per cent 
over the past 18 months, with a number of financial experts having been 
brought in from the private sector. 


The Toronto Centre 


Recognizing the need to strengthen financial sector regulation and 
supervision in crisis economies, in 1997 the Government of Canada and the 
World Bank announced the creation of the Toronto International Leadership 
Centre for Financial Sector Supervision. The Toronto Centre provides 
experience-based training for senior financial Supervisors and regulators in 
emerging markets. It focuses on the leadership dimension of the supervisory 
function, offering pragmatic programs based on the premise that experience 
is the best teacher. Canadian government funding for the Toronto Centre is 
provided by the Canadian International Development Agency. The Schulich 
School of Business at York University is hosting the institution. 


The Toronto Centre successfully completed two courses on banking 
supervision during 1998; there was an excellent roster of candidates for 
these sessions. The candidates have been at senior levels, generally 
reporting to the Governor or Deputy Governor. The Toronto Centre will 
branch out in the coming year, providing one securities course along with 
three courses on banking supervision. 


The World Bank has recently set up a Web site for the Toronto Centre at 
http://www.worldbank.org/htmi/fpd/tc . 


The Bank is providing extensive support to establish banking restructuring 
agencies and implement measures to deal with non-performing banking 
portfolios, insolvent financial institutions and asset disposition. The Bank is 


also helping to establish sound legal, accounting and regulatory frameworks, 
promote improved governance in financial institutions and strengthen financial 


supervisory institutions. 
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(d) Improving Co-ordination With Other Agencies 


In 1998, at the request of shareholding governments, the Bank and the IMF 
undertook a frank assessment of their joint work and developed substantive 
measures to improve mutual co-operation. These measures, which are now 
being implemented, include a better delineation of responsibilities between the 
institutions and the establishment of a senior management Liaison Committee 
charged with enhancing joint Bank/Fund work with relevant international 
supervisory agencies. Through these closer links, the IMF has been able 

to benefit from the experience of the Bank in assessing the longer-term 
development impact of its own structural adjustment lending. Collaboration 
between the Bank and Fund has been particularly close in critical financial 
sector work (see the Joint Issues section.) 


The Bank and the Fund are also working closely with governments to 
develop and implement a debt relief program for good-performing HIPCs. 
This initiative is described in detail in the Joint Issues section. 


Over the last year, the World Bank also has worked to deepen its partnerships 
with regional development banks and other multilateral agencies (including 
the World Trade Organization and the United Nations Conference on Trade 
and Development) as well as bilateral agencies. A tripartite consultation 
mechanism involving the Bank, the IMF and the Asian Development Bank 

has been established to co-ordinate programs in Asian crisis economies. 


Impact of the Emerging Market Crisis on the World Bank 


The emerging markets financial crisis and the concomitant increased 
demands on the World Bank have increased stress on the Bank’s own 
staff and administrative resources. As well, they have increased the Bank’s 
risk exposure through the rapid growth of crisis countries’ share in its 
overall loan portfolio. 


The large growth in World Bank exposure has increased the Bank’s reserve 
requirements. On July 30, 1998, the Bank added US$750 million to IBRD 
reserves from its FY 1998 net income of US$1.2 billion.3 In July 1998, in 

a move to strengthen net income, the Bank increased charges on its 
non-concessional loans. The interest rate charged borrowers was increased 
by 25 basis points (one quarter of 1 per cent) and a new front-end fee of 

100 basis points (1 per cent of the loan amount) was introduced. For 

FY 1999, the Bank also reduced to 5 basis points the standard 25-basis-point 
interest rate reduction (waiver) it normally grants on loans which are paid 

on schedule. 


3 The World Bank raises net income through revenues on its non-concessional (IBRD) 
lending operations as well as through income on its equity investments. Net income finances 
allocations to World Bank reserves, as well as to various World Bank programs, including 
the Initiative for Heavily Indebted Poor Countries, the Develooment Grant Facility and the 
Bank’s contribution to IDA is capital replenishments. 
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In order to more effectively balance the need for the Bank to be active in crisis 


economies with the need to prudentially manage the risks associated with 
its growing exposure to these economies, in November 1998 the Executive 


Board approved a new financing instrument. Known as the Special Structural 


Adjustment Loan (SSAL), this instrument will be used in rare cases and in 


concert with the IMF, other international financial institutions and governments, 


to provide exceptional adjustment lending to middle-income developing 


countries in financial crisis or pre-crisis situations. The Executive Board also 


approved the introduction of the Programmatic Structural Adjustment Loan 


(PSAL), which is designed to give a multi-year planning component to 
traditional structural adjustment loans. 


Programmatic and Special Structural Adjustment Loans 


As part of its response to the increasing demands from the emerging 
markets financial crisis, in October 1998, the World Bank introduced two 
new lending facilities: the Programmatic Structural Adjustment Loan (PSAL) 


and the Special Structural Adjustment Loan (SSAL). 


= PSALs introduce a multi-year planning dimension to structural adjustment 


programs and include longer-term support for public budgets during peri- 
ods of sustained policy and institutional reform. By so doing, this instrument 
gives greater predictability to Bank support and monitoring. 


m= The SSAL is a much more ambitious instrument and was designed specif- 


ically for middle-income countries affected by financial crises. The SSAL is 
a fast-disbursing financial support vehicle which would be used in the early 
stages of a Bank-Fund crisis support program. An SSAL is delivered as part 
of a concerted international support package for a given country involving 
the IMF, regional development banks, governments and the private sector. 


Given the nature of crisis support, lending under an SSAL would exceed the 
country amount foreseen in Bank Country Assistance Strategies. At 
eight years, the SSAL also has a shorter repayment period than a regular 
Structural Adjustment Loan (SAL). Moreover, given the higher risk of lend- 
ing in a crisis situation, SSAL loan pricing is roughly 3.5 percentage points 
above that of a regular normal SAL. Since its introduction, US$4 billion in 
SSAL loans have been approved for two countries (Argentina and Brazil). 


In February 1999, in response to client demands for financing products 
which would involve less interest rate risk, the Bank approved, effective 


September 1, 1999, a new “fixed spread” lending rate. Under this mechanism, 
the Bank will fix the interest rate spread above Bank borrowing costs that Is 
charged to IBRD borrowers for the duration of loan amortizations. In addition, 
the Bank will be offering clients advice on interest rate and currency hedging. 
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The Bank is continuing to search for innovative means of increasing global 
financing available for middle-income countries threatened by the emerging 
markets financial crisis. ln March 1999, the Bank elaborated a new proposal 
for a guarantee instrument to provide financial support to middle-income 
developing countries. This proposal will likely be considered by the Executive 
Board in the spring of 1999. If approved, this “policy-based guarantee” 
proposal would see the expansion of the IBRD’s guarantee program beyond 
project finance to include adjustment operations. The Bank, in partnership 
with other multilateral organizations or donor governments, could then in the 
future provide partial guarantees on commercial loans to or partial guarantees 
of sovereign bond issues by middle-income country governments which 

are pursuing structural adjustment programs. The proposed guarantee 
program would be narrowly targeted at middle-income countries with good 
macroeconomic track records. The object of the proposal is to increase the 
amount of private sector financing available to these governments by using 
a partial World Bank guarantee as leverage. 


Other World Bank Lending Operations in FY 1998 


In 1998, the Bank also provided substantial support to East African and 
Latin American countries whose economies have been damaged by the 
effects of El Nifto on weather patterns. This emergency response included 

a quick reaction in the fall of 1998 to support countries in Central America 
devastated by the Hurricane Mitch. Canada pledged $8 million to the special 
Central America Emergency Trust Fund housed at the World Bank to assist 
countries severely affected by Hurricane Mitch, especially Honduras and 
Nicaragua, both HIPCs. 


While lending by region increased most dramatically in Asia-Pacific countries, 
each of the Bank’s geographic departments increased the volume of 

their lending operations in FY 1998. Perhaps most notable was the 
57-per-cent increase in operations in Africa, which reflected both the effects 
of the conclusion of the internal restructuring of the Bank’s African department 
and, more significantly, improvements in the economic climate in several 
African countries. 


Sanctions on Operations in India/Pakistan: |In response to a request from 

G-8 governments following the testing of nuclear weapons by India and 
Pakistan in May 1998, the World Bank has limited its operations in both 
countries to projects which support basic human needs (health, education, etc.). 


Comprehensive Development Framework 


The increased demands on the Bank resulting from the emerging market 
crisis has focused the attention of Bank management and shareholders alike 
on the nature of the Bank’s development assistance mandate. President 
James D. Wolfensohn has stressed the need for the Bank to maintain the 
institution’s focus on longer- term development issues and at the Bank’s 
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Annual Meeting in October 1998, he launched his idea for a new framework, 
referred to as the Comprehensive Development Framework (CDF), for 
assessing and implementing development assistance. 


Under the CDF proposal, President Wolfensohn has called on governments 
and other development actors to improve their partnerships and to take a 
longer- term, holistic approach to development. The CDF will provide a 
transparent, overarching framework to help guide bilateral assistance 
providers, developing country governments, and private and civil society 
actors in their development work. The CDF includes a complex matrix that 
matches development issues with the responsibilities of different develooment 
agents. This matrix has been designed to reflect the interdependence of 
macroeconomic and financial factors with structural, social, environmental, 
governance and human concerns. 


Recognizing that in the past a lack of sufficient local ownership of programs 
has undermined development effectiveness, the CDF stresses the importance 
of transferring responsibility for the goals, phasing, and timing of development 
programs to local governments and community organizations. The Bank aims 
to introduce the CDF on a trial basis over the next year in about twelve 
different countries. The first Such test case will be in Bolivia. 


Benefits of Membership 


e Canada’s voting share of about 3 per cent in the World Bank gives us 
a seat on the Bank’s 24-member Executive Board and on the joint 
IMF/World Bank Development Committee. Canada has the opportunity, 
both at the Executive Board and in discussions with Bank staff, to provide 
direct input into the formulation of Bank policies and operational decisions. 
Canada and other shareholders provide the Bank with guidance to improve 
developing countries’ economic, social and environmental performance. 


e Participation in the Bank affords an opportunity to influence international 
development policy issues of concern to Canadians. Input into the Bank’s 
annual research report — the World Development Report (WDR) — provides 
an important vehicle by which Canada can influence the global debate on 
poverty, labour, health and the environment. The 1998 WDR focused on 
the role of knowledge in advancing well-being. Considerable groundwork 
for this study was laid at the Global Knowledge 97 conference hosted 
in Toronto in 1997 by the Canadian government and the World Bank. 

The Global Knowledge Partnership grew out of this conference and draws 
together public and private sector actors as well as non-governmental 
organizations (NGOs) committed to promoting broader access to 
knowledge that can promote sustainable development. The upcoming 
WDR (2000) will focus on poverty. 


e Canada benefits from the Bank’s leadership role in bringing together donors 
to respond quickly to emergency situations in countries in post-conflict 
situations. The World Bank also provides Canada with a forum for working 
together with other donors to establish a common position to deal with 
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the emerging markets financial crisis. For example, Canada and other 
donors have worked closely with the World Bank and the IMF to assemble 
a multilateral financial assistance package for Brazil. In the context of the 
Middle East peace process, Canada has been closely involved with 

the Bank’s efforts to mobilize resources for the West Bank and Gaza. 
Through such co-operation, Canada’s influence can be leveraged beyond 
what could be achieved through its bilateral programs. 


e Canada benefits from the role the World Bank plays in bringing together 
donors for Consultative Groups (CGs) to provide assistance to specific 
countries in need. Through CGs, donor countries are able to better 
co-ordinate their policy advice and operational programs to provide 
more coherent advice to borrowers and to maximize the impact of their 
operations. Last year, the World Bank participated in 30 separate CGs 
and donor groups. CIDA and other donors also benefit from the Bank's 
co-ordination of major international programs, such as the Special Program 
of Assistance for Africa (GPA) and the Global Environment Facility (GEP). 


e The Canadian government draws heavily on the Bank’s research and policy 
work to enrich its understanding of international development. A wide 
variety of CIDA programs also benefit significantly from direct access to 
Bank staff and expertise. 


e Finally, Canadian companies and individuals enjoy substantial procurement 
benefits from our membership in the World Bank Group. Disbursements in 
FY 1998 for Canadian goods and services totalled US$233 million, bringing 
total cumulative disbursements to more than US$3.6 billion. 


IDA 12 Replenishment 


While much of the recent focus of the international community has been on 
those countries most directly affected by the emerging market financial crisis, 
we cannot forget the plight of the poorest countries. Already in a difficult 
situation, many of these countries have been further affected by the fallout 

of the crisis on commodity prices. For example, some 75 per cent of 
Sub-Saharan African exports are in primary commodities. This increasing 
globalization of the world economic system has underlined the importance 
of raising standards of living and supporting longer-term sustainable growth 
in all countries, including the poorest ones. 


The International Development Association’s (IDA) mission is to reduce poverty 
and improve the quality of life in the poorest countries of the world. IDA does 
this by supporting projects that improve countries’ living standards and by 
promoting equitable access to the benefits of economic development. IDA 
focuses on results — to get the biggest development return from scarce aid 
resources; sustainability — to achieve enduring development impact within an 
environmentally sustainable framework; and equity — to remove barriers and 
open up opportunities for the disadvantaged. 
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IDA Funding 


The International Development Association (IDA) is the World Bank Group's 
concessional lending window. It provides long-term loans at zero interest 
to the poorest of the developing countries. IDA is funded largely 
by contributions from the governments of the richer member countries and 
is replenished every three years. Agreed to in November 1998, the 
Twelfth Replenishment will finance projects over the three years starting 
July 1, 1999. Funding for the Twelfth Replenishment will allow IDA to lend 
about $20.5 billion, of which donors’ contributions will provide just over half. 
The remainder is provided by loan reflows, investment income, IBRD net 
income transfers and other income sources. 


Canada committed $607 million (over a three-year period beginning in 1999) 
to maintain its 3.75 per cent IDA share in the replenishment exercise. 


IDA Priorities 


Poverty reduction is the cornerstone of IDA’s development efforts. Sound 
macroeconomic and structural policies, institutional reforms and good 
governance are essential to achieve a sustainable decline in poverty. In recent 
years, IDA has devoted significant resources to improving the quality and 
effectiveness of its assistance efforts. The participation of government, non- 
governmental organizations (NGOs) and civil society is critical. The degree of 
borrower ownership and the level of participation by NGOs and civil society 
have increased substantially through the course of IDA replenishments. 


IDA focuses its work on areas shown to have a significant development 
impact. For example, work is underway to improve IDA’s track record in 
assisting borrowing countries to formulate and implement poverty reduction 
strategies that adequately incorporate gender. As well, in recognition of the 
fact that weak governance, including corruption, can constrain development, 
IDA has incorporated governance considerations in its work (see below). 


Lending for social services has been a focal point of the World Bank's, and 
particularly IDA’s, poverty reduction efforts in recent years. IDA places 
particular emphasis on lending targeted directly to the poor under the 
Program of Targeted Interventions (PTI). Over the 1996-1998 period, PT| 
lending has consistently accounted for more than 50 per cent of IDA’s 
investment lending. 
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Table 3 
IDA Lending for the Program of Targeted Interventions 
Fiscal Years 1996-1998 


1996 1997 1998 
IDA PTI lending (in US$ millions) 3,246 1,874 3,267 
As % of IDA investment lending 63 53 54 
As % of all IDA lending 47 41 44 
Number of IDA PTI projects ol on 59 


IDA12 resources will focus on four key areas: 


e Investing in people — Investments in basic social services, including 
primary education and health care, clean water and sanitation, nutrition 
and social protection. This funding will address such needs as ensuring 
that children who are forced to work to help support their families do not 
have to sacrifice opportunities to learn. Social sector lending will remain 
around 40 per cent of investment lending during IDA12. 


e Promoting broad-based growth — Development experience shows 
clearly that sustainable, broad-based economic growth is essential for 
poverty reduction. In particular, IDA will support policy changes and projects 
that encourage the role and growth of the private sector, including local 
small businesses, micro-enterprises and small holding farms. 


e Supporting good governance — Good governance is critical to 
sustainable, broad-based economic development and improvements in 
human well-being. As discussed below, IDA has strengthened its analytical 
framework to assess the quality of overall policy performance in recipient 
countries, including governance factors, which will be applied in the 
allocation of IDA12 resources. 


e Protecting the environment — |DA will support strategies that 
promote environmentally sustainable development since the effects of 
poverty and environmental damage are often mutually reinforcing. 


IDA also recognizes that a special effort is needed in Africa — a region 

that continues to present a particularly difficult develooment challenge. 

Many African countries are now pursuing sound policies and experiencing 
greatly improved growth rates, opening a window of opportunity to improve 
the lives of their poorest citizens. Yet investment levels in these countries 

are too low to sustain this growth. Sustaining and building on their efforts will 
require substantial support from the international community, including 

both the private and public sectors. To support African countries that are 
committed to poverty reduction, economic reform and sustainable, broad- 
based growth, IDA intends to increase Africa’s share of IDA resources with aim 
of reaching 50 per cent of IDA12 resources, as long as the performance of 
individual countries warrants it. 
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However, the reality is that most of the world’s poor live in Asia, and that in 
many parts of Asia social indicators are worse than those found in Africa. 

In response, IDA will also focus on these countries, with particular emphasis 
on social and environmental programs for the “blend” borrowers — those 
countries that have limited access to non-concessional funds but differ widely 
in their economic development prospects. 


How IDA Resources Are Allocated 


IDA resources are scarce and must be allocated where they are most likely to 
promote sustainable broad-based growth — where countries are implementing 
sound policies. Country performance assessments have been carried out 
annually since 1980 and have increasingly served as the basis for IDA 
resource allocation. In the IDA12 replenishment, the criteria that are used in 
these assessments were significantly refined. 


Two features of the modified criteria are particularly noteworthy: those criteria 
concerning policies to reduce inequalities and those concerning governance 
and public sector performance. The first is aimed at capturing the role of 
policies and institutions in ensuring that the benefits of growth are widespread. 
The latter reflects the consensus of IDA12 donors that good governance 
affects the growth and poverty reduction prospects of a country and is 
therefore central to IDA’s objectives. Accountability, transparency, the rule 

of law and participation represent four major pillars of governance that are 
critical to the development process and the effective use of IDA resources. 


Canada’s Priorities at the World Bank 


Developmental Priorities 


Despite considerable progress over the last two decades in improving 

living standards worldwide, over 3 billion people remain in dire poverty. 

The emerging markets financial crisis has eroded some of the progress 
achieved, with hundreds of millions of people thrown back into poverty over 
the last two years. 


Canada has long been a key player in international efforts to assist the 
poorest and strongly supports poverty reduction as the overarching objective 
of the World Bank. The Bank has taken an increasingly sophisticated (or 
“integrated”) view of poverty reduction in recent years; in doing so, it has 
recognized that poverty reduction cannot be addressed in isolation. Private 
sector development, good governance and environmentally sustainable 
policies are just a few of the factors that need to be considered in designing 
strategies to help improve the living standards of the poor in member 
countries. Greater emphasis has also been placed on ensuring that social 
safety nets are in place to protect the poor during periods of economic 
adjustment. 
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Canada’s Voting Record (April 1998-March 1999) 


World Bank Executive Board decisions are usually taken on a consensus 
basis, without recourse to a formal vote. However, on occasion, individual 
Executive Directors have been unable to join the Board consensus for 
various reasons. In 1998 and early 1999, the Canadian Executive Director 
did not join the Board consensus on four occasions. 


m InApril 1998, Canada abstained on the 4.6-per-cent salary increase for Bank 
staff, given that this represented a significant increase in real terms and, 
in comparison, Canadian public service salaries were not growing. 


mw In January 1999, Canada abstained on the US$350-million single-tranched 
Structural Adjustment Loan for Pakistan, given a preference for disburse- 
ment of this facility in two separate tranches in order to make more effective 
the loan’s economic policy conditionality. 


m In February 1999, Canada abstained on a US$210-million IBRD energy 
sector loan for the Indian state of Andhra Pradesh and opposed a 
US$30-million IFC loan for and US$5-million investment in an Indian coal 
mining project, as these operations were seen as inconsistent with multilat- 
eral sanctions on India which limit Bank financing to projects which support 
basic human needs. 


Poverty assessments continued to provide valuable support for the Bank’s 
poverty reduction efforts last year. The Bank has completed poverty 
assessments in 83 of 105 countries, covering approximately 90 per cent of 
the world’s poor. However, the quality of poverty data is uneven and, to 
address this problem and to help improve the effectiveness of its poverty 
reduction work, in 1998 the World Bank shifted the direction of its poverty 
work in two ways: 


e by changing the focus of Country Assistance Strategies, which set out 
the Bank’s key operational priorities in individual countries, from an analysis 
of poverty to the formulation of strategies to reducing poverty; and 


e by emphasizing the quality of the impacts of Bank projects on the poor, 
rather than focusing strictly on the quantity and value of poverty projects. 


The Bank has also increased the prominence of social sector issues in 
macroeconomic stabilization programs. Good macroeconomic policy is 
key to boosting growth and thereby reducing poverty. 


To further ensure that poverty reduction remains at the heart of the Bank’s 
operations, the Poverty Reduction and Economic Management Network 
(PREM) was established as a Bank functional department in 1997. PREM, 
which is charged with developing an overall approach to poverty evaluation, 
advises Bank country teams on the poverty reduction impacts of projects. 
PREM is focusing much of its effort on three target countries: Bolivia, Nepal 
and Vietnam. 
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World Bank lending in almost all sectors includes activities that specifically 
benefit women. The Bank strengthened its gender analysis database in 1998 
and increased training for country officials on gender issues. The gender 
components of all Bank projects approved in FY 1998 totalled US$2.45 billion 
and were focused particularly on countries with inadequate gender- 
disaggregated data. 


Private Sector Development: Canada has encouraged the increasingly 
co-ordinated approach to private sector development that has developed 
within the Bank Group over the past two years. It is now recognized that 
the private sector has an important role to play in addressing virtually all 
development challenges, from protecting the environment to assisting in 
privatization in transition economies. In response, business innovation 
programs are now under way in all of the Bank’s regional offices. 


In 1998, the Bank launched its new “Business Partners for Development” 
program with private sector partners. The aim is to enable private companies 
to set up in developing countries locally-based, development-oriented projects 
in four thematic areas: education, natural resources, water/sanitation and 
youth development. Funding for projects under this program is provided by 
the private sector, the Bank and bilateral Official Development Assistance 
agencies. This program has been used by natural resource companies active 
in the Angolan mining sector, together with the local government and NGOs, 
to support social sector community development projects. 


The Bank is increasingly using guarantees to expand developing countries’ 
access to international and domestic capital markets. Complementing 
products offered by the IFC and MIGA, the Bank provides partial risk and 
partial credit guarantees for private investment in priority projects. The 
economic downturn in emerging markets, however, delayed some of the 
Bank’s guarantee operations in 1998. One of the guarantee projects approved 
last year, for Morocco’s first independent power producer, was selected one of 
the fifteen best project finance deals of the year by Project Finance magazine. 
In addition to guarantees, in 1998 the Bank also provided advisory services on 
enhancing creditworthiness and on better management of contingent liabilities 
to Brazil, China, Turkey, Colombia and the Philippines. 


The Bank approved two new applications of the guarantee program in 

IDA countries in 1998 to cover private lender country risks for which there is 
otherwise insufficient insurance cover: (a) partial risk guarantees to private 
lenders to projects which generate foreign exchange; and (b) a pilot 
US$300-million program targeted at IDA countries on a policy reform path. 
Under (a), the guarantee (enclave) is provided by the IBRD and under 

(b) the guarantee is provided by the IDA. 


Another example of the private sector’s role in development is the growing 
impact of micro-credit operations (relatively small loans made to the poor 
by grassroots organizations such as the Grameen Bank in Bangladesh). 
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With a small investment, these organizations have been successful in 
improving the living conditions of the poor, particularly women, in developing 
countries. Evidence from these operations is compelling; it shows that the 
poor can be very good entrepreneurs as well as very good credit risks. 


The Consultative Group on the Poorest (CGAP), which includes the 

World Bank, Canada and 23 other multilateral and bilateral donors, was 
established in 1995 to support the development and expansion of sustainable 
institutions which provide micro-finance services to the poor. CGAP has now 
entered its second stage of operations. 


During its initial phase (1995-98), CGAP provided US$26 million in grants 

to support micro-finance operations, as well as technical assistance for 
financial management training and the development of “best practices 
policies” for micro-finance providers. CGAP member/donors are responsible 
for the maintenance of a core fund to support micro-finance programs in 
the developing world. The Minister for International Co-operation, the 
Honourable Diane Marleau, approved a $1.5-million three-year agreement 
between CIDA and CGAP which starts in 1999. 


Micro-credit: The Consultative Group 
to Assist the Poorest (CGAP) 


Up until the end of FY 1998, CGAP had funded 58 programs including the 
Women’s World Bank Fund, the Vietnam Bank for the Poor and the Rural 
Finance Facility in South Africa. Over this period, CGAP also funded a 
number of capacity building initiatives, such as the Pilot Capacity Building 
Initiative in Africa and the global Micro-finance Network. 


For CGAP’s second phase, donors have adopted the following strategies: 


m to support micro-finance institutional development through the creation of 
tools and the delivery of capacity-building activities; 


w to support changes in the practices of CGAP members, especially as they 
relate to the management of micro-finance portfolios; 


m to increase the understanding of the impact of micro-finance on poverty 
reduction; 


m to improve the legal and regulatory framework for micro-finance; and 
m to facilitate the commercialization of the micro-finance sector. 


Through this work, CGAP seeks to strengthen the ability of micro-finance 
organizations with a proven track record and to provide assistance to the 
poor. The World Bank has contributed US$30 million to the first phase 
of the facility and has tentatively agreed to provide a further US$20 million for 
the second phase. CGAP bilateral donors have also agreed to provide 
additional contributions. 
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Good Governance and Corruption: The Bank continues to make strides 

in addressing the issue of governance. As mentioned above, governance 
issues feature prominently in Bank-supported adjustment programs. This 
focus is not limited to crisis economies. In addition to encouraging more 
effective management of borrowing member public expenditures and more 
participatory and open approaches in decision-making, the Bank incorporates 
anti-corruption measures into its own procedures. The Bank has amended 

its procurement guidelines to provide conditions for disqualifying bidders, 
temporarily or permanently, from future Bank-financed projects if it finds 
evidence of fraud or corruption. 


Canada has also been particularly concerned about unproductive 
expenditures, particularly excessive military expenditures. Canada has spoken 
strongly at the Bank to highlight the need for the institution to be tough on 
countries which increase defence spending while receiving international 
assistance. At a time of scarce donor resources, the Bank’s clients can ill 
afford to waste resources On unproductive spending. Recognizing this 
problem, the Bank has issued a note “Bank Work on Military Expenditures” 
for staff guidance. Among other things, the Bank is requesting better 
information from borrowers on military-related aggregate expenditures to 

aid in its public expenditure reviews. It is also encouraging to see that a 
number of countries are seeking Bank assistance in the conversion of 
military-run industries (China, the Czech Republic and Hungary), while others, 
including Angola, Ethiopia and Uganda, have asked for help with 
demobilization and demilitarization. 


During the recent IDA negotiations, donors underlined that lending decisions 
should increasingly be based on a borrowing government’s efforts to reduce 
unproductive expenditures. 


The Bank’s Economic Development Institute (EDI) is an important delivery 
instrument for training on governance and anti-corruption issues.‘ It uses its 
public sector reform program to build consensus in client countries to work 
against corrupt practices. At the request of the Bolivian government and in 
partnership with Transparency International, EDI has developed a national anti- 
corruption strategy which focuses heavily on the drug trade and legal reform. In 
addition to Transparency International, EDI has developed a close relationship 
in its governance training work with the Parliamentary Centre of Canada. 


Environmentally Sustainable Development: The Canadian government, 
alongside Canadian NGOs, has long been a vocal advocate of the need for 
the Bank to better integrate environmental considerations into its operations 
and is a keen supporter of the Bank’s recent efforts. The establishment of the 
Environmental Sustainable Development vice-presidency in 1993 has been 
instrumental in supporting this objective. In FY 1998, the Bank had approved 


4 In March 1999, to improve the efficiency of the Bank’s education and training programs, 
EDI was merged with the Bank’s Learning and Leadership Centre, with the new institute 
working under the name of World Bank Institute (WB)). 
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US$902 million of loans in support of 18 stand-alone environmental projects. 
In addition, 10 agricultural, water and urban development projects with 

a value of US$590 million which have a strong environmental focus 

were also approved. Over and above the Bank’s portfolio of environmental 
projects, the Bank requires that every project it supports be environmentally 
sustainable. Environmental assessments, which are discussed with the public, 
are designed to test the environmental credentials of each Bank project. 


Cumulative active environmental projects since 1986 (including investments 
to reduce pollution, protect ecosystems and build environmental management 
capacity) levelled off in FY 1998 at US$10.9 billion, after several years of 
sharp increases. This levelling off reflected the completion of several earlier 
environmental projects; this trend is expected to continue. 


In 1998 the Bank developed a set of social and environmental “safeguard 
policies” designed to protect people and natural resources from any adverse 
impacts of development projects. In October 1998, the Bank approved a 
strategy designed to increase awareness of the environmental issues in the 
design and implementation of the Bank’s energy projects. 


Of particular note is the increasing work undertaken by the Bank in 
co-operation with other shareholders in the area of climate change. It is 
now recognized that collective global action is required to find solutions to 
this problem, and the Bank has stepped up its efforts to provide assistance 
to its. borrowing member countries in helping to reduce “greenhouse gases.” 
By the end of FY 1998, the Bank’s Ozone Projects Trust Fund (established 
under the Multilateral Fund of the Montreal Protocol or MFMP) had approved 
a cumulative total of US$264 million for 36 projects and 379 sub-projects for 
climate change related activities. Of this amount, US$42 million was approved 
in FY 1998 and included projects that will phase out 18,000 tons of ozone- 

- depleting substances. This brings the cumulative phase-out accomplished 
with MFMP support through the Bank to over 30,000 tons (or 15 per cent 

of chlorofluorocarbons (CFCs) consumed in all developing countries in 1994). 


The Bank has also been active in developing a commercial framework for 
carbon emissions trading under the Conference of the Parties on Climate 
Change (COP) process. The Bank aims to launch a Prototype Carbon Fund 
(PCF) by the fall of 1999. The PCF would be the world’s first commercial 
carbon emissions trading instrument. 


In addition, the Bank continued with its traditional work as a Global 
Environment Facility (GEF) implementing agency. In this role, the Bank assists 
countries in identifying emissions abatement opportunities that are cost- 
effective, focusing in particular on renewable energy and energy efficiency. 
By the end of FY 1998, the World Bank had approved 18 GEF projects 
representing a total of US$939 million in GEF resources. 
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Canadian Company Receives GEF Financing 


Econoler International, a consortium of Dessau Soprin and Hydro Québec 
International, received a loan from the GEF small and medium enterprises 
program. The GEF financing will facilitate the financial involvement in the 
creation of Energy Service Companies (ESCOs) in four countries in the 
Maghreb area. 


In January 1999, Econoler International finalized the creation of a local ESCO 
in Tunisia which will be 49-per-cent owned by local partners. 


Transparency and Accountability 


Transparency and accountability are fundamental to ensuring the longer-term 
sustainability of the Bank Group’s operations. Canada has been a major 
proponent of increased openness at the Bank. The Bank has responded 

to concerns from shareholders by making public a growing number of 
documents on operations, both from the IBRD/IDA and from the IFC. 


Transparency also requires better consultation with beneficiaries. Canada 
and other donors have pushed the Bank and borrowing countries to find 
ways to improve consultations with local peoples in beneficiary countries, not 
only in the design and implementation of projects, but also in the preparation 
of key policy documents such as Country Assistance Strategies. To ensure 
that the Bank is accountable to its clients, Canada has been one of the major 
supporters of the work of the Inspection Panel. The World Bank was the first 
multilateral organization to establish an independent panel to consider outside 
complaints. Any group that may be affected by a Bank-supported project has 
the right to request that the Panel investigate whether the Bank has abided by 
its policies and procedures. Since its inception in 1994, the Panel has received 
12 formal requests for inspections. In FY 1998, it recommended investigation 
of all three formal requests. 


In 1998 an Inspection Panel Working Group (composed of Canadian, 
Swiss, Dutch, Saudi, Indian and Brazilian Executive Directors) was charged 
with recommending means of improving the efficiency of the Panel’s work. 
The working group submitted its draft report to the Executive Board in late 
1998 and a period of public consultation on its recommendations was 
launched. The report will likely be formally considered by the Executive 
Board in April 1999. 
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How to Access Information from the World Bank 


The World Bank’s Public Information Centre, which became operational in 
early 1994, provides a wide range of Bank documents, including: 
gw project information documents 


project appraisal documents (after approval by the Board of Executive 
Directors) 


country economic and sector work documents and sectoral policy papers 
the annual report and the World Development Report 
the Monthly Operational Summary and International Business Opportunities 


environmental data sheets, environmental assessments, environmental 
analyses, and environmental action plans. 


a World Debt Tables 

m operation evaluation department précis 

The Bank's InfoShop is located at 1776 G Street N.W., Washington, DC 
20433, USA. Phone: (202) 458-5454. E-mail address: pic@worldbank.org . 


Additional up-to-date information is also available on the Internet 
(http://www.worldbank.org/html/pic/PIC.html). 


Getting Results 


Assessing Aid Effectiveness: In November 1998, the Bank’s Economics 
Department released a landmark study on the effectiveness of international 
development assistance which concluded that foreign aid has been highly 
successful in reducing poverty in countries which practise sound economic 
management and possess robust government institutions. 


The study estimates that by providing an annual increase of US$10 billion in 
aid to good performers, an extra 25 million people would be lifted out of 
poverty. Moreover, every dollar of foreign aid provided to good performers 
can leverage an additional two dollars of investment as aid increases the 
confidence of the private sector and helps to build the public services that 
investors need. Conversely, the study confirmed that foreign assistance 
delivered to countries with poor governance and economic policy records is 
not particularly effective; significant foreign assistance has not led to any 
significant improvement in poverty reduction in these countries. Little evidence 
was found to substantiate the notion that an inadequate policy and 
institutional environment can be circumvented by targeting foreign assistance 
to specific activities (such as health and education). 


While the number of developing countries that have improved their economic 
management has increased significantly in the last few years, the level of 
foreign assistance provided by the developed world has fallen to its lowest 
level in over 50 years (in 1997, donor countries provided foreign aid equivalent 
to only 0.22 per cent of GDP, the lowest level since 1947). 
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Improving World Bank Effectiveness 


Ensuring the efficiency and the effectiveness of the Bank’s operations has long 
been a key objective of Canada. But efficiency and effectiveness entail more 
than just cutting costs and saving money. They require setting clear priorities 
and a more efficient and strategic delivery of services. The Bank needs to 
operate in those areas where its assistance is needed and where it has a 
clear comparative advantage. It needs to reconsider its role in areas where 

the private sector or other multilateral develooment banks may be better 
placed to provide assistance. 


In 1997, the Bank began to implement its three-year “Strategic Compact,” 

a plan for the comprehensive renewal of the World Bank. Under this plan, 
President Wolfensohn pledged to transform the working culture of the Bank 
from one focusing on project development and approval to one which focuses 
on project implementation, quality and development effectiveness. The 
Strategic Compact has been underpinned by the Bank’s “Cost Effectiveness 
Review,” developed jointly with KPMG, which recommended significant 
changes to internal Bank procedures and staff levels. The Bank is nearing 
the end of its program of institutional rationalization and decentralization of 
its operations. A significant shift of operational staff to the field has been 
undertaken with the objective of moving the Bank closer to clients. 


Performance Indicators: Poverty Reduction 


The Wapenhans Report on improving portfolio quality emphasized the 
importance of developing a better understanding of the impact of the Bank’s 
operations by setting clear performance goals. Since poverty reduction is the 
Bank’s overarching objective, this is one of the key sectors where the Bank 
has been working to establish meaningful performance indicators. 


Three classes of indicators have been developed: input indicators, process 
or output indicators, and impact indicators. 


The following provides some simple examples of indicators for a secondary 
school project for girls. 


Input Indicators: number of trainees trained; amount of credit disbursed; 
numbers of schools to which funds were disbursed. 


Process/Output Indicators: number of graduating students; number of 
facilities installed/repaired. 


Impact Indicators: number of girls from project schools who found 
employment. 
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Improving the development effectiveness of the Bank’s operations is crucial 
to ensuring that its broader policy objectives are being met. To assist the 
Bank in better targeting its work, considerable effort has gone into designing 
development impact indicators that can help track the progress of Bank 
operations and assess their impact on affected peoples. The framework 

for a performance scorecard has been developed for the monitoring 
performance on roughly 12 indicators in sector-specific areas, such as 
education, agriculture, finance and poverty reduction. Work is still ongoing 
to improve the indicators included in the scorecard in order to add greater 
specificity and clarity to assessing development outcomes. 


Involving NGOs in Decision-Making 


President Wolfensohn has been a major catalyst behind the Bank’s outreach 
program with non-governmental organizations (NGOs); particular emphasis 
has been placed on the importance of expanding partnerships with civil 
society. In 1998, the Bank formalized its approach to strengthening the quality 
and understanding of the Bank’s partnerships with the NGOs in a policy 
paper. The outcome of this initiative and others is that the level of NGO 
involvement in Bank-supported operations has continued to grow. About 

50 per cent of Bank projects across all major sectors included some form 

of NGO participation in FY 1998. 


This participation was particularly evident in the face of the emerging markets 
financial crisis. NGOs and representatives from civil society in the affected 
countries were brought together with Bank officials to discuss and learn 
about the impact that the economic crisis has on the poor. 


One key venue for ongoing dialogue is the NGO-World Bank Committee. 
Membership consists of senior Bank managers and 26 NGO leaders from 

~ around the world (15 from developing countries). Canada’s current 
representative on this committee is Mario Lavoie of the International NGO 
Co-operation Project. In 1998, this committee took steps to decentralize 

its activities. While broad areas of work on participation and southern NGO 
capacity-building continue to be guided at the central level, greater emphasis 
is being placed on regional meetings, where region-specific issues and 
strategies for effective co-operation can best be identified and implemented. 


Within Canada, NGOs have participated in a regular series of government 
inter-departmental meetings and conferences on such issues as multilateral 
debt, the environment, IDA and Africa. This consultation has proven useful 

for advancing Canadian interests at the Bank. The Canadian government has 
benefited greatly from the expertise and advice offered by Canadian NGOs on 
a broad range of development issues. Through this collaborative process with 
government, the views of Canadian NGOs have helped shape Canada’s 
position in World Bank project and policy discussions. 
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IBRD Selective Capital Increase: On June 23, 1998 the World Bank Board 
of Governors approved a selective capital increase of 23,246 shares for 

five countries (Brazil, Denmark, the Republic of Korea, Spain and Turkey). 

This capital increase was provided in recognition of the fact that the economic 
position of these countries had grown since their initial capital subscriptions. 
The selective capital increase will provide paid-in capital of US$168.3 million 
and additional callable capital of US$2.6 billion. The selective increase, once 
fully subscribed, will affect Canada’s ownership share in the Bank only 
marginally (it will decrease by four hundredths of 1 per cent). 


Managing Canada’s Interests at the World Bank 


Finance Minister Paul Martin, as Canada’s Governor of the World Bank, is 
responsible for the management of Canada’s interests at the Bank. Minister 
Martin exercises his influence through exchanges of views at the Development 
Committee and Annual Meetings, and through discussions with the President 
of the World Bank. For example, at the Annual Meetings in 1998, Governors 
addressed the issue of how to help countries affected by the emerging market 
financial crisis, and discussed progress in helping the poorest countries with 
unsustainable debt burdens through the Initiative for Heavily Indebted Poor 
Countries (See above) as well as how to improve co-operation between the 
Bank and the Fund. Huguette Labelle, the President of CIDA, is Canada’s 
Alternate Governor for the World Bank. 


The day-to-day handling of Canada’s diverse interests at the Bank 

is delegated by the Governor to the Executive Director, currently 

Ms. Terrie O’Leary, who was elected in October 1998. Ms. O’Leary is 

one of 24 Executive Directors; she represents Canada and 12 other 
countries (Ireland and eleven Caribbean countries) at the Executive Board. 
The Board is currently made up of 24 Executive Directors; 12 are from 
developing and transition countries and 12 from developed countries. 


One of the important functions played by Ms. O’Leary is her oversight of the 
Bank’s administration and spending through her membership on the Board 

of Director’s Budget Committee. The Canadian Executive Director is one of 
eight Budget Committee members. The Budget Committee is responsible for 
approving the Bank’s administrative budget. In FY 1998, the approved budget 
was US$1.4 billion, which reflected a 0.1-per-cent decrease from the level in 
FY 1997. In addition to its role in overseeing Bank administrative operations 
and spending, the Budget Committee also deliberates extensively on the level 
of planned Bank financing operations. The Budget Committee also played an 
important role in the development of the Strategic Compact in 1997, which 
set out a comprehensive set of internal Bank reforms designed to improve 
efficiency. The Budget Committee will continue to play an important role in 
monitoring progress on the implementation of the Strategic Compact. 
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Canada’s Office at the World Bank 


During the course of the year, the office assisted Team Canada, through the 
Montreal World Trade Centre, in organizing 10 trade missions to the World 
Bank for specific sectors (e.g., infrastructure, urban development, telecoms, 
health, legal, energy). These missions enabled more than 150 companies 

to learn more about the operations of the Bank and business opportunities 
available through the Bank. The office also assisted the Saskatchewan Trade 
and Export Partnership (STEP) with the organization of several missions to 
Washington. In discussions with the World Bank, the STEP missions focused 
in particular on the agricultural sector and indigenous peoples initiatives. 
STEP hosted the 1998 retreat of the IFC agribusiness sector in Regina. 


The office also helped the Bank’s Economic Development Institute (EDI) put in 
place a course on urban and city management, which will be held in Toronto 
on May 2-14, 1999. This event will allow Canada to showcase its expertise in 
this area. 


Organization of the Office 


In addition to the Executive Director, the office has two Canadian advisors and 
two executive assistants. These officers are in constant communication with 
the Canadian government — not only with the Department of Finance, but also 
with CIDA and the Department of Foreign Affairs and International Trade. The 
Department of Finance co-ordinates Canada’s policy advice and channels it to 
the Executive Director and through her to World Bank management. 


Structure of the Executive Director’s Office 

Executive Director: Ms. Terrie O’Leary 

Canadian Advisor: Ms. Kathryn Hollifield 

Canadian Advisor: Mr. Francois Pagé 

Canadian Assistant: Mr. John Sinclair 

Canadian Assistant: Mr. Gilles René 

Phone: (202) 458-0082; fax: (202) 477-4155 

Address: MC-12-175, 1818 H St. N.W., 
Washington, DC 20433, USA 


One of the key roles of the office is to provide assistance to Canadian 
business people. While the Bank provides significant procurement 
opportunities, it is a large organization with an opaque structure that is often 
difficult for newcomers to navigate. Canada’s procurement advisors, along 
with the Canadian Embassy in Washington, assist in providing advice and 
information on how to do business with the Bank (details are provided below.) 
Another point of contact for Canada is the Bank’s External Affairs Department, 
which is headed by Mark Malloch Brown. 


BRETTON WOODS AND RELATED AGREEMENTS ACT — 1998 


Canadian Procurement at the World Bank 


Canadian companies and consultants often provide supplies, equipment 

or services to projects financed through the World Bank. Canadian expertise 
in the power, environmental, engineering, human resources, health, 
education, telecommunications, financial and transportation sectors has 

led to procurement opportunities for Canadian firms on developing country 
projects around the globe. 


In FY 1998, many Canadian firms continued to benefit from Canada’s World 
Bank membership by accessing procurement opportunities under World 
Bank-financed loans. FY 1998 disbursements to Canadian companies for 
the supply of goods and services under Bank project loans reached 
US$114 million. In addition, the World Bank estimates that US$119 million 
was disbursed to Canadian companies for procurement under adjustment 
loans, bringing the total fiscal 1998 Bank disbursements to Canadian 
companies to US$233 million. 


It is particularly noteworthy that Canadians continue to excel in the consulting 
field. Canadian consultants win more contracts on a per capita basis than any 
other supplying nation. As a per cent of disbursements, Canadian consulting 
firms ranked fourth in FY 1998 among all supplying countries and accounted 
for almost 7 per cent of total disbursements. Canadian contracts were spread 
across a wide variety of countries, including China, Lebanon, India, Algeria, 
Rwanda, Burundi and Sri Lanka. 


Last year, Canadian companies received 113 contracts. The Canadian 
company that was most active in Bank-financed projects in 1998 was Tecsult 
International Limitée (Montréal), which won Bank financing for projects in 
Algeria, Benin, Gabon, Haiti, Madagascar and Argentina. The firm Canadex 
Technologies won a major contract in Argentina for the supply of computer 
software. CRC Sogema Inc. won a contract valued at over US$8 million to 
provide a system for automating land title registration in Lebanon. Various 
Canadian companies also won contracts totalling US$18 million for projects 
in China in the energy, environment, and transport sectors. Overall, 
Bank-financed projects in the energy sector offer some of the best 
opportunities to Canadian companies. 


The 1998 results bring cumulative disbursements to Canadian companies 
to close to US$3.5 billion. The Bank also reports on larger procurement 
contracts that have been awarded during the year even though project 
disbursements will occur in the future. In this regard, Canadian firms were 
awarded US$73 million in FY 1998. 


Trust Fund Activities 


A significant source of funds to facilitate increased Canadian participation in 
World Bank projects are the consultant trust funds supported by CIDA and 
administered by the World Bank. These are used to introduce new Canadian 
consultants to the Bank, as well as to encourage the Bank to undertake 
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activities in areas of priority to Canada. In June 1995, CIDA concluded a new 
agreement with the World Bank, the Co-financing, Technical Assistance and 
Consultant Trust Fund Framework Agreement, to govern all its trust fund 
arrangements with the Bank. These funds lead directly to contracts for 
Canadians in the feasibility, assessment and design of development projects. 


In 1995, CIDA redesigned its Canadian Consultant Trust Fund (Country 
Specific), which supports Canadian consultants involved in the identification, 
preparation and implementation of World Bank-financed projects in 

14 identified developing countries. CIDA and Environment Canada also 
negotiated the new Canadian Consultant Trust Fund for the Global 
Environment with the World Bank. For further information on these and 
other Canadian trust funds at the World Bank, contact Ms. Mary Stamp, 
Commercial Counsellor at the Canadian Embassy in Washington 

(phone (202) 682-7719; fax (202) 682-7789). Canadians can also 
access Bank funds though the Project Preparation Facility, 

the Global Environmental Facility, and the Policy and Human 

Resources Development Fund. 


Canadian Success Stories 


In recent years, Canadian mining companies continued to be the prime 
beneficiaries of World Bank Group financing and capital mobilization efforts. 
However, a number of Canadian companies from other key sectors have 
begun to work with the World Bank Group. For example, in FY 1998: 


m Canada China Power Inc., a consortium of Acres International, AGRA 
Monenco and SNC-Lavalin, won a US$4.3-million contract to supervise 
construction under the Shanxi Wanjiazhai Yellow River Water Transfer project. 


m MIGA issued a political risk guarantee worth US$27 million to the Bank of 
Nova Scotia for its investment in the construction and operation of a hotel 
in Lima, Peru. 


m CanAgro Energy Corporation of Calgary and its partner JKX received a 


US$6-million convertible loan from the IFC to support a US$19-million 
expansion of an existing oil field in the Republic of Georgia. 


International Finance Corporation 


The International Finance Corporation (IFC) is playing an increasingly important 
role in the Bank Group’s private sector development activities. As the fastest 
growing entity within the Bank Group, it has also attracted the attention of 
Canadian companies and financial institutions that are interested in making 
direct investments in emerging markets. Given its private sector mandate and 
concerns for investor and client commercial confidentiality, the IFC does not 
report detailed procurement figures as the IBRD and IDA given their public 
sector role. 
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One of the IFC’s essential functions is to mobilize financing and expert advice 
in favour of private sector projects in emerging markets. The Corporation has 
been an excellent resource for Canadian financial institutions, as well as for 
Canadian firms whose technical expertise is particularly suitable for these 
markets. In March 1999, an IFC delegation attended the annual dinner of 

the Association of Canada Petroleum Products in Calgary. This brought 
senior IFC officials in close contact with leading Canadian oil and gas 
companies to highlight financing opportunities through the IFC. 


One of the most significant develooments on the IFC front in the mid-1990s 
was the return of Canadian financial institutions (typically commercial banks) 
to the IFC loan syndication program. This important program helps to mobilize 
private financing for IFC projects and provides financial institutions with the 
opportunity to invest in emerging markets. By investing alongside the IFC, 
financial institutions participating in the syndication program gain access to 
potential new customers, attain a high yielding asset and, with the presence 
of the IFC as an investor in these projects, are provided a degree of political 
risk coverage. By the end of FY 1998, Canadian financial institutions 

had provided some US$334 million in co-financing for IFC projects. 


As with other international development institutions, the financial crisis has 
forced the IFC to make some major changes. Throughout the developing world, 
the demand for long-term private capital continues to outstrip supply. This is 
particularly the case as lenders pull out of risky markets. Even companies in 
countries once considered to have “graduated” from the IFC’s programs are 
again seeking help from the IFC and other multilateral institutions. These 
companies are looking for financial support, but more importantly also seek 
technical support to help them in their restructuring processes. 


A second challenge ahead for the IFC is to ensure that in the face of massive 
demand, they do not ignore the frontier countries, such as those in 
Sub-Saharan Africa. In today’s global environment, the IFC’s role in the 
poorest countries is more important than ever. The IFC, with the support of 
IDA, will work to build programs that can provide financial services for 
micro-enterprises as well as small- and medium-sized enterprises, and that 
will deepen financial infrastructure to mobilize and allocate domestic 

savings. The IFC will also work to develop physical infrastructure through new 
investments and privatization by mobilizing domestic and foreign capital. 


The IFC will be meeting these challenges with new leadership. On 
January 1, 1999 Peter L. Woicke officially took over as the IFC’s new 
executive vice-president. 


Learning About Opportunities 

Canadian firms, organizations and institutions who are interested in pursuing 
markets created by World Bank-financed projects are urged to attend monthly 
business briefings (held on the first Thursday of each month) at Bank 
headquarters in Washington. 
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Both the Canadian Embassy in Washington, through the Office for Liaison with 
International Financial Institutions (OLIFI) ((202) 682-7719), and the Canadian 
Executive Director’s Office at the World Bank ((202) 458-0082), work to assist 
Canadian firms and consultants seeking to participate in World Bank-financed 
projects. The range of opportunities is wide — a power project in China, an 
environmental assessment in Peru or a legal/judicial reform project in Russia 
are examples. The OLIFI and the Canadian Executive Director’s Office at the 
World Bank also encourage Canadian companies to contact them if they are 
interested in competing for procurement contracts. 


Canada’s Financial Participation 


International Bank for Resconstruction and Development (IBRD) 


Canada’s share of the IBRD capital is approximately 3 per cent. A relatively 
small proportion of this capital contribution is required to be “paid-in” — 
about 6 per cent overall, but just 3 per cent in the last capital contribution. 
The remainder is “callable,” in the unlikely event that the IBRD needs it from 
member countries. Periodically, the IBRD replenishes its capital through 
“General Capital Increases (GCls). The IBRD’s last such capital increase 
(GCI Ill) in 1988 was for US$76.5 billion. Canada was allocated 19,655 

new shares valued at US$2.37 billion. The paid-in portion of these shares is 
US$71.1 million. These shares were subscribed over a five-year period ending 
in 1993. As of June 30, 1998, Canada’s cumulative subscriptions to the 
IBRD’s capital stock totalled US$5,404 million (44,795 shares), of which 
US$335 million has been paid-in. 


International Development Association (IDA) 


In November 1998, donors agreed to a twelfth replenishment of IDA in the 
amount of US$20.5 billion. This will finance IDA’s lending program over 
the three-year period to June 30, 2002. 


Canada maintained the same share as in IDA 11 of 3.75 per cent of donor 
contributions at a total cost of C$607 million. To meet these obligations, 
Canada will issue three demand notes in 1999, 2000 and 2001. Each of 
these notes is then encashed over a six-year period. At the end of FY 1998, 
Canada’s cumulative contributions to IDA (Subscriptions and contributions) 
were the equivalent of US$4.38 billion. 


International Finance Corporation (IFC) 


The Government of Canada is a strong supporter of the IFC’s technical 
assistance and advisory (TA) programs, providing nearly US$23 million 

in funding for these activities. In FY 1998, Canada contributed about 
US$5.7 million to these programs. Canada’s support for these programs 
has significantly strengthened the IFC’s ability to extend its work program 

in countries with difficult business environments; to undertake important 
work on strengthening legal and regulatory infrastructure; and to help these 
countries to develop effective private sector financial market institutions. 
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Multilateral Investment Guarantee Agency (MIGA) 


MIGA was established in 1988 to encourage direct foreign investment in 
developing countries by protecting investors from certain non-commercial risks. 


On March 31, 1998, MIGA’s Board of Directors agreed on the framework 
for the General Capital Increase (GCI). The amount of the increase will be 
US$850 million, which will be divided into 78,559 shares of capital stock. 
Of this amount, 17.65 per cent will be paid-in and 82.35 per cent will be 
callable. The subscription period, over which the paid-in share will be 
provided, will be three years. 


Under the GCI, Canada will receive an additional 2,260 shares, with a paid-in 
portion of US$4,315,990 and a callable portion of US$20,137,210. Canada’s 
paid-in contribution to MIGA is non-budgetary. Canada’s share in MIGA will 
stay at 2.87 per cent. 


On February 12, 1999, MIGA announced a landmark increase from 
US$50 million to US$110 million in the amount of political risk coverage it 
may issue for foreign direct investments in a project and an increase from 
US$250 million to-US$350 million in its country limit. This development will 
allow investors access to higher levels of risk insurance in MIGA’s 

127 countries of operations. 


Future Challenges 


The relative importance of the World Bank as financier to developing countries 
increases in times of financial stress. Total private capital flows to developing 
countries increased from US$44 billion in 1990 to over US$250 billion in 1997, 
yet fell significantly after as a result of the emerging markets financial crisis. 
Moreover, private capital flows to developing countries have never been evenly 
distributed. The major challenge for the future will therefore be for the Bank to 
find more creative ways to meet the increasingly diverse needs of its clients, 
some of which benefit from greater private capital, but many of which do not. 


The Bank will face several other challenges in the coming year. As noted, the 
evolving situation in South East Asia and several other large emerging market 
economies will require increased resources and enhanced co-ordination with 
other international institutions and with private sectors in emerging market 
economies. At the same time, the Bank will need to look at more innovative 
ways to address the problems of the poorest countries, particularly those in 
Sub-Saharan Africa. President Wolfensohn’s proposed Comprehensive 
Development Framework should help guide the Bank by providing an 
improved analytical tool for assessing future development priorities. The Bank 
will need to remain flexible in its approach to development in order to create a 
better sense of ownership of Bank programs within individual countries. 
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Without careful attention to the unique needs of individual countries, the Bank 
will be unable to meet its objectives of improving the quality of its operations 
and strengthening its development impact. 


Last year the Bank saw an unprecedented increase in demand for financing; 
the world has not yet seen the resolution of the emerging markets financial 
crisis and it is likely that this demand will remain high. The Bank will remain a 
key player in the international effort to combat the financial crisis. However, 
with its responsibilities to remain an active lender comes the equally important 
responsibility of ensuring that it has sufficient resources to handle the job. 
Thus, a key challenge for the future will be ensuring the financial stability of 
the Bank as a development institution. 
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JOINT ISSUES 


Overview 


The IMF and the World Bank are important institutions for Canada, 

each playing a unique role in the international economic and financial 
system. Nevertheless, there are key areas where the mandates of the 
two Bretton Woods institutions overlap, or where there is a requirement for 
close co-operation and co-ordination of activities. Indeed, at the Halifax 
Summit, G-7 leaders asked that efforts be made to increase co-operation 
and co-ordination between the IMF and the World Bank. The heads of 
both institutions have put considerable effort into fulfilling that objective. 
Two particular examples — the joint preparation of a proposed program 

of assistance for HIPCs and co-operation on addressing financial sector 
reform — are examined below. 


Strengthening Financial Sectors 


Problems in the financial sector, and especially the banking system, can be 
disruptive to growth and macroeconomic stability and can spill over regionally 
and internationally, as highlighted by the emerging markets financial crisis. In 
response to concerns about such problems, the IMF and World Bank are 
devoting increasing attention to financial sector issues. Discussions in both 
institutions in the past couple of years have focused on how they can assist 
member countries to establish and maintain sound financial systems. 


In 1998, in response to a request from G-7 leaders at the Birmingham 
Summit, the two institutions developed a strategy for closer collaboration 

in the financial sector. The Bank and Fund have worked to define a better 
division of responsibilities between themselves. The Bank and Fund have 
also enhanced their co-operation with relevant international supervisory and 
regulatory agencies and have begun to involve national experts in Bank/Fund 
financial sector work. The persistence of deep financial problems in emerging 
markets underlines the importance of effective collaboration on financial 
sector activities. 


It is important that Bank-Fund collaboration ensure that emerging financial 
sector problems are promptly identified, that each institution take the lead 

in its own areas of primary responsibility, and that duplication of activity is 
avoided. A special Financial Sector Liaison Committee has been established 
to enhance operational co-ordination on work in the financial sector in 
individual countries. 


The Fund’s involvement should relate primarily to the macroeconomic aspects 
of financial systems and markets. The Bank’s primary concern should be with 
the sectoral and developmental aspects of financial systems in developing 
countries. It is especially important that the Fund aim to identify at an early 
stage systemic financial sector problems. The Bank should then follow with 
implementation of the restructuring of weak financial sectors. 
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However, the Fund has a role to play in banking system restructuring in crisis 
situations, particularly in countries where it has been active. Joint Fund-Bank 
missions in cases of financial crises would facilitate timely Bank involvement. 
Close collaboration is also required with other institutions and groupings 
working in the area of financial stability, particularly the Bank for International 
Settlements and the Basle Committee on Banking Supervision. 


To strengthen co-ordination in the area of financial market supervision and 
surveillance, G-7 Finance Ministers have approved a proposal by Hans 
Tietmeyer, the President of the Bundesbank, to establish a Financial Stability 
Forum. Both the IMF and the World Bank will participate in the Forum to help 
national and international authorities and supervisory bodies promote 
international financial stability. 


Canada has proposed the establishment of a peer review process in the 
supervision and regulation of financial institutions that would complement the 
other efforts in this area. The peer review process is under consideration by 
the IMF and the Bank. 


Multilateral Debt Relief 


In June 1995, at the Halifax Summit, the G-7 countries urged the Bretton 
Woods institutions to develop a comprehensive approach to address the 
special problems of the poorest countries with large multilateral debt burdens 
through the flexible application of existing instruments and the creation of 
new mechanisms for debt relief. Just over a year later, at the 1996 Annual 
Meetings of the IMF and World Bank, the details of a new debt initiative for 
HIPCs were endorsed by the Interim and Development Committee. 


The primary goal of this initiative (the “HIPC Initiative”) is to ensure that 
HIPCs demonstrating a track record of sustained good policy performance 
are able to achieve overall external debt sustainability, strengthen their 
poverty reduction programs and permanently “exit” from future debt 
rescheduling exercises. 


To qualify for exceptional relief, a country must be IDA-only and face an 
unsustainable debt situation after the full application of current debt relief 
mechanisms. The sustainability of the debt burden is determined on the basis 
of the ratio of debt-to-exports and debt-service-to-exports (calculated in net 
present value terms). A debt-to-exports ratio in the range of 200-250 per cent 
and a debt-service-to-exports ratio in the range of 20-25 per cent are judged 
to be the upper limit of debt sustainability for HIPCs. 


The IMF and World Bank have estimated that full implementation of the 
initiative could require debt relief of about US$9.7 billion, of which more 
than US$5 billion would come from multilateral institutions. After more than 
two years since its inception, 12 countries have been considered for debt 
relief under the HIPC Initiative. Debt relief has been agreed to for 

seven countries — Bolivia, Guyana, Burkina Faso, Cédte d’lvoire, Maii, 
Mozambique and Uganda — totalling about US$3.1 billion in present-value 
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terms, or a reduction in nominal debt service of over US$6 billion. Both 
Uganda and Bolivia have completed the HIPC process and have received 
debt relief totalling nearly US$800 million in present-value terms, and more 
than US$1.4 billion in debt service relief. Preliminary reviews will have also 
been completed for Ethiopia, Guinea-Bissau and Mauritania, which will also 
qualify for debt relief under the HIPC Initiative. Over the next few years, it is 
expected that about 20 countries will benefit from the exceptional debt relief 
provided by this Initiative. 


In 1998, debt relief for the poorest countries re-emerged as a central issue. 
In the two years since its inception, there have been growing criticisms that 
the implementation of the HIPC Initiative has been too slow and rigid and 
that assistance has been insufficient to bring about true debt sustainability. 
As a result, there will be a review of the HIPC Initiative in 1999 at the IMF and 
the World Bank and debt will be a key issue for discussion among the G-7 
at the Cologne Summit in June 1999. Discussions are continuing on the 
development of a special program of assistance for post-conflict HIPCs and 
on IMF gold sales to support the Fund’s participation in the Initiative and 
ESAF programs. 


Canada has been a strong supporter of reducing the unsustainable debt 
burdens of the poor countries. Bilateral assistance has been provided in 
three areas: 


e Canada has forgiven all Official Development Assistance (ODA) debt 
from HIPCs, with the exception of Burma/Myanmar; this has amounted 
to $900 million since 1978. 


e Canada helped to close the financing gap in the debt relief package for 
Mozambique; in March 1998, Canada pledged to contribute US$8 million, 
despite having no loans outstanding to this country; and 


e Canada contributed an additional US$22 million to the HIPC Trust Fund of 
which US$14 million has been earmarked to ensure the full participation of 
the African Development Bank; of the remainder, Canada used US$1 million 
to provide debt relief for Guyana. 


While progress has been made under the HIPC Initiative, Canada 

nonetheless recognizes changes are needed and we are working with our 
G-7 counterparts towards securing more generous and timely debt relief. 
Moreover, Canada is calling on other bilateral donors to follow its example and 
forgive bilateral ODA debt from HIPCs. We are also examining ways in which 
to assist HIPCs by moving to providing up to 100 per cent debt relief under 
the Paris Club for eligible least developed countries. 
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Existing Mechanisms for Assisting 
Heavily Indebted Poor Countries 


World Bank Mechanisms 


Regular Lending — The World Bank makes IDA credits available on highly 
concessional terms. In general, these take the form of 40-year loans which 
carry no interest rate charges. 


Enhanced Access — Countries which are making special efforts to clear their 
arrears or undertake comprehensive debt workouts are given increased 
access to relatively scarce IDA resources. 


The Fifth Dimension Facility — \DA-only countries which have incurred past 
market-rate borrowings from the IBRD also receive annual interest rate 
subsidies. In recent years, these have had the effect of reducing the interest 
rate on these earlier IBRD loans from an average of about 6 per cent to less 
than 1 per cent. 


IDA-Only Debt Reduction Facility - Tne IBRD provides grant financing (which 
carries no interest or principal) to eliminate up to 100 per cent of the debt 
which IDA-only countries owe to commercial banks. To date, this World 
Bank facility has extinguished almost US$3 billion of commercial-bank debt 
at no cost to these developing countries. 


International Monetary Fund Mechanisms 


Surveillance of Policies — \n individual countries, the IMF provides advice 
which encourages the adoption of policies that provide a basis for sustained 
economic growth and price stability. More broadly, IMF surveillance of the 
global monetary system is aimed at promoting the balanced growth of world 
trade and an orderly and stable system of exchange rates. 


Enhanced Structural Adjustment Facility — ESAF is the Fund’s major source 
of concessional financing for low-income countries which are undertaking 
major reform efforts in the context of an IMF program. In recognition of the 
special challenges of these countries, ESAF provides loans which carry 
longer maturity periods and significantly lower interest rates than regular IMF 
arrangements. 


Technical Assistance — Both the IMF and World Bank provide substantial 
technical assistance to low-income countries to help strengthen their debt 
management policies. 
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ANNEX 1 
Active IMF Lending Arrangements — As of December 31, 1998 

Date of Expiration Amount Undrawn 
Member arrangement date approved balance 

(in SDR millions) 

Stand-by arrangements -— Total 32,858.97 12,613.64 
Bosnia & Herzegovina May 29, 1998 May 28, 1999 60.60 36.36 
Brazil December 2, 1998 December 1, 2001 13,024.80 9,605.79 
Cape Verde February 20, 1998 April 19,1999 2.10 eu) 
Djibouti April 15, 1996 March 31, 1999 8.25 1.95 
El Salvador September 23, 1998 February 22, 2000 37.68 37.68 
Estonia December 17, 1997 March 16, 1999 16.10 16.10 
Korea December 4, 1997 December 3, 2000 15,500.00 1,450.00 
Latvia October 10, 1997 April 9, 1999 33.00 33.00 
Philippines April 1, 1998 March 31, 2000 1,020.79 728.41 
Thailand August 20, 1997 June 19, 2000 2,900.00 600.00 
Uruguay June 20, 1997 March 19, 1999 125.00 10.80 
Zimbabwe . June 10, 1998 June 30, 1999 130.65 91.45 
EFF arrangements - Total 24,414.26 14,697.23 
Argentina February 4, 1998 February 3, 2001 2,080.00 2,080.00 
Azerbaijan December 20,1996 December 19, 1999 58.50 Ito 
Bulgaria September 25, 1998 September 24, 2001 627.62 523.02 
Croatia March 12, 1997 March 11, 2000 S63.18 324.38 
Gabon November 8, 1995 March 7,1999 110.30 49.63 
Indonesia August 25, 1998 November 5, 2000 4,669.10 1,882.40 
Jordan February 9, 1996 February 8, 1999 238.04 35.52 
Kazakhstan July 17, 1996 July 16, 1999 309.40 154.70 
Moldova May 20, 1996 May 19, 2000 135.00 97.50 
Pakistan October 20, 1997 October 19, 2000 454.92 398.06 
Panama December 10, 1997 December 9, 2000 120.00 80.00 
Peru July 1, 1996 March 31, 1999 300.20 139.70 
Russia March 26, 1996 March 25, 2000 13,206.57 7,426.85 
Ukraine September 4, 1998 September 3, 2001 1,645.55 1,400.00 
Yemen, Republic of October 29, 1997 October 28, 2000 105.90 87.90 
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Active IMF Lending Arrangements - As of December 31, 1998 (cont'd) 


Date of Expiration Amount Undrawn 

Member arrangement date approved balance 
(in SDR millions) 

ESAF arrangements -— Total 3,896.85 Pa WPS 8 I 
Albania May 13, 1998 May 12, 2001 35.30 29.42 
Armenia February 14, 1996 September 14, 1999 109.35 20.93 
Azerbaijan December 20, 1996 December 19, 1999 93.60 23.40 
Benin August 28, 1996 August 27, 1999 27.18 18.12 
Bolivia September 18, 1998 September 17, 2001 100.96 84.13 
Burkina Faso June 14, 1996 September 13, 1999 39.78 6.63 
Cameroon August 20, 1997 August 19, 2000 16252 81.06 
Central African Republic July 20, 1998 July 19, 2001 49.44 41.20 
Chad September 1,1995 August 25, 1999 49.56 8.26 
Congo, Republic of June 28, 1996 June 27, 1999 69.48 55.58 
Céte d'Ivoire March 17, 1998 March 16, 2001 285.84 161.98 
Ethiopia October 11, 1996 October 22, 1999 88.47 58.98 
Gambia June 29, 1998 June 28, 2001 20.61 ANG 
Georgia February 28, 1996 July 26, 1999 166.50 Pate, 8) 
Ghana June 30, 1995 June 29, 1999 164.40 27.40 
Guinea January 13, 1997 January 12, 2000 70.80 23.60 
Guyana July 15, 1998 July 14, 2001 eK h/ As) 44.80 
Haiti October 18, 1996 October 17, 1999 91.05 75.88 
Kenya April 26, 1996 April 25, 1999 149.55 124.63 
Kyrgyz Republic June 26, 1998 June 25, 2001 64.50 53:75 
Macedonia, FYR April 11, 1997 April 10, 2000 54.56 27.28 
Madagascar November 27, 1996 November 26, 1999 81.36 54.24 
Malawi October 18, 1995 December 16, 1999 50.96 7.64 
Mali April 10, 1996 August 5, 1999 62.01 10.34 
Mongolia July 30, 1997 July 29, 2000 33.39 27.83 
Mozambique June 21, 1996 August 24, 1999 75.60 12.60 
Nicaragua March 18, 1998 March 17,2001 100.91 84.09 
Niger June 12, 1996 September 1, 1999 57.96 9.66 
Pakistan October 20, 1997 October 19, 2000 682.38 454.92 
Rwanda June 24, 1998 June 23, 2001 71.40 59.50 
Senegal April 20, 1998 April 19, 2001 107.01 71.34 
Tajikistan June 24, 1998 June 28, 2001 100.30 60.00 
Tanzania November 8, 1996 November 7, 1999 161.59 38.76 
Uganda November 10, 1997 November 9, 2000 100.43 43.52 
Yemen, Republic of October 29, 1997 October 28, 2000 264.75 176.75 
Total 61,170.08 29,433.98 
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ANNEX 2 


IBRD Loans and IDA Credits - 
Fiscal Year 1998 (July 1, 1997 — June 30, 1 998) 


IBRD IDA Total 
Amount Amount No. Amount 


(in millions of US dollars) 


By area 

Africa 57.4 2,816.4 59 2,873.8 
East Asia and Pacific 8,847.0 Ahem 45 9,623.2 
South Asia 1,318.0 2,546.4 a5 3,864.4 
Europe and Central Asia 4,462.3 761.9 69 Beet 
Latin America & the Caribbean 5,679.5 360.2 68 6,089.7 
Middle East & North Africa 722.0 246.5 20 968.5 
Total 21,086.2 ye00 reo 286 28,594.0 
By purpose 

Agriculture 1,480.5 1,236.9 2,117 4 
Education 1,927.8 AZO 135 3,129.3 
Electric power and other energy Py lakede 889.0 2,004.0 
Environment 753.8 148.3 902.1 
Finance 6,103.0 141.5 6,244.5 
Industry ~ Toul Tol 
Mining/other extractive 1 369.5 7.0 1,376.5 
Multisector 148720 669.4 807.1 
Oil and gas 130.0 10.0 140.0 
Population, health and nutrition 911.5 1,079.4 1,990.9 
Public sector management 1,638.5 301.7 1,990.2 
Social sector 933.9 381.6 Taw 
Telecommunications/informatics 68.1 2.4 705 
Transportation 2,134.7 977.8 31125 
Urban development 893.6 223.9 Be ir Bie: 
Water supply and sanitation 438.6 114.3 552.9 


Total 21,086.2 7,507.8 28,594.0 
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ANNEX 3 
IBRD Loans and IDA Credits to Developing Countries __ 
IBRD IDA Total 
No. Amount No. Amount No. Amount 


(in millions of US dollars) 


By fiscal year! 


Cumulative to 1968 549 11,418.14 116 TOO 150 665 13,249.9 
Total 1969-1973 374 8,917.8 273 3,931.6 647 12,849.4 
Total 1974-1978 666 24,372.3 376 7,947.4 1,042 32,319.7 
Total 1979-1983 VA 44,908.0 518 16,368.1 1,229 61,276.1 
1983-1984 129 11,947.2 106 3,575.0 235 15,522.2 
1984-1985 131 11,356.3 105 3,028.1 236 14,384.4 
1985-1986 131 13,178.8 97, S000 228 16,318.7 
1986-1987 127 14,188.2 108 3,485.8 235 17,674.0 
1987-1988 118 14,762.0 99 4,458.7 Zit 19;220.7 
1988-1989 119 16,433.2 106 4,933.6 225 21,366.8 
1989-1990 A268 15,1792 101 5,922.0 wae 20,701.7 
1990-1991 126 1692.2 103 6,293.3 229 22,685.5 
1991-1992 112 15,156.0 110 6,549.7 222 21,705.7 
1992-1993 22 16,944.5 123 6,751.4 245 23,695.9 
1993-1994 124 14,243.9 104 6,592.1 228 20,836.0 
1994-1995 134 16,852.6 108 5,699.2 242 22,021.38 
1995-1996 129 14,656.0 127 6,864.0 256 21,520.0 
1996-1997 141 14,525.0 100 4,622.0 241 19,147.0 
1997-1998 151 21,086.2 135 7,507.8 286 28,594.0 | 
Total 4215 3165172 22,916  109,0745/7- 7c130 .4425,0895 


1 Fiscal years are those of the World Bank Group (July 1 to June 30). 
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ANNEX 4 


Disbursements by IBRD and IDA Borrowers - 
Goods and Services from Canada -to June 30, 1998 


IBRD IDA Total 


Amount Amount Amount 


(in millions of US dollars) 
By calendar year 


Cumulative to December 1960 133:5 - 133.5 
1961 8.2 - 8.2 
1962 a Ff - Sie 
1963 5 T&A 13.0 
1964 4.7 1.8 6.5 
1965 5.4 oar 8.1 
1966 16 aie) 16.9 
1967 13.2 14.7 27.9 
1968 6.3 Ves 14.1 
4969 4.4 11,0 Toe 
1970 7.6 3 8.9 
1971 Aa 20 13:3 
1972 10.5 PG 128 
1973 12.4 Fa 170 
1974 15.8 8.4 2A2 
1975 22.1 15,0 ST ea 
1976 eee 10.8 36.5 
1977 ao 4.8 39.3 
1978 26.1 5.5 S1.6 
1979 44.4 8.1 526 
1980 piso Fave: 59.3 
1981 94.3 14.5 108.8 
1982 75.0 17.6 92.6 
1983 82.3 26.9 109.2 
1984 92.6 54.3 146.9 
1985 94.3 39.7 134.0 
1986 184.8 46.8 231.6 
1987 (January — June) 92.8 23.4 116.2 
By fiscal year 
1988 (July 1 — June 30) 182.1 47.4 229.5 
1989 197.0 45.0 242.0 
1990 164.0 41.0 205.0 
1991 139.0 34.0 173.0 
1992 137.6 38.0 169.0 
1993 151.0 41.0 192.0 
1994 115.0 69.0 184.0 
1995 123.0 48.0 is 
1996 169.0 56.0 225.0 
1997 113.0 42.0 155.0 
1998 82.0 32.0 114.0 
Total 2,691.0 812.0 3,503.0 
Per cent of total disbursements 2.32 1.84 2.19 
Per cent of FY 1998 

disbursements 2.58 2.18 2.44 
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INTRODUCTION 


The Bretton Woods institutions — the International Monetary Fund (IMF or 

the Fund) and the World Bank — were founded at a conference held in 

Bretton Woods, New Hampshire, in 1944. The IMF was established to 
promote the smooth functioning of the international monetary system, 
encourage international trade and support high rates of sustainable economic 
growth. The IMF has become a central institution in the international monetary 
system. It exercises a surveillance function by monitoring members’ economic 
policies, provides policy advice and extends short- and medium-term financial 
assistance to countries faced with balance of payments difficulties. 


The World Bank’s goal is to reduce poverty by raising living standards and by 
promoting sustainable development in developing countries. As the premier 
development institution in the world, it provides a wide range of assistance to 
developing countries, including lending and technical assistance for projects 
which promote sustainable growth and an improved quality of life, and 
structural economic policy advice. The World Bank Group is comprised 

of four organizations: the International Bank for Reconstruction and 
Development (IBRD), the International Development Association (IDA), 

the International Finance Corporation (IFC) and the Multilateral Investment 
Guarantee Agency (MIGA). The IBRD and IDA together are commonly referred 
to as the “World Bank” (or the “Bank” in the following). IDA is the component 
that provides assistance to the world’s poorest developing countries. 


Canada is the eighth largest member of the Fund after the six other 

Group of Seven (G-7) countries and Saudi Arabia, and it is the sixth largest 
member of the World Bank. Canada also represents Ireland and a number 

of Caribbean countries! at the IMF and the World Bank. Canada’s formal 
participation is authorized under the Bretton Woods and Related Agreements 
Act. Under Section 13 of the Act, it is stated that: 


The Minister of Finance shall cause to be laid before Parliament, 
on or before March 31 next following the end of each year or, if 
Parliament is not then sitting, on any of the first thirty days next 
thereafter that either House of Parliament is sitting, a report 
containing a general summary of operations under this Act and 
details of all those operations that directly affect Canada, including 
the resources and lending of the World Bank Group, the funds 
subscribed or contributed by Canada, borrowings in Canada and 
procurement of Canadian goods and services. 


1 At the IMF, Canada represents 10 Caribbean countries: Antigua and Barbuda, the Bahamas, 
Barbados, Belize, Dominica, Grenada, Jamaica, Saint Kitts and Nevis, Saint Lucia, and 
Saint Vincent and the Grenadines. In addition to these countries, Canada represents Guyana 
at the World Bank. 
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The sections that follow review the activities and operations of first the IMF 
and then the World Bank for the year 1999. A final section deals with issues 
common to both institutions. The annexes contain detailed numerical 
summaries of the year’s activities. 


Roles of the International Monetary Fund and World Bank 


International Monetary Fund World Bank 


m Oversees the international m Provides support for poverty 
monetary system and reduction through investments 
promotes international in health and education. 


m Promotes orderly exchange development and structural 
rate relations among member reform in developing countries. 
countries. a Assists developing countries 

m Provides short- to medium-term through long-term financing 
financial support to members of development projects and 
facing balance of payments programs. 
difficulties. = Provides special financial 

ma Draws its financial resources assistance to the poorest 
primarily from the quota developing countries through 
subscriptions of its members. the International Development 

Association. 


a Stimulates private enterprises 
in developing countries primarily 
through its affiliate, the 
International Finance 
Corporation. 


m Secures most of its financial 
resources by borrowing on 
international capital markets. 


m Enhances the flow of capital 
and technology for productive 
purposes to developing 
countries by encouraging 
foreign investment by providing 

investment insurance against 

non-commercial risks in 
developing countries. 
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INTERNATIONAL MONETARY FUND 


Overview 


AS a major trading nation, Canada has a major stake in a strong 

international monetary system that promotes the free movement of goods, 
services and financial assets. The IMF is important to ensuring a sound 

world financial system and broad-based economic growth through assistance 
to countries experiencing unsustainable external imbalances and related 
economic difficulties. 


Benefits of Membership 


IMF membership provides a number of specific benefits: 


e The Minister of Finance is a Governor of the Fund and elects an 
Executive Director to its 24-member Executive Board. This representation 
allows Canada to have high-level influence on decisions taken by the 
IMF on specific country assistance programs and major policy issues 
affecting the world financial system. 


e The IMF, through its regular surveillance of member country economies, 
provides Canada with an independent source of policy advice on 
macroeconomic policies and engages in regular dialogue on these 
policies with Canadian officials at the Department of Finance, the Bank 
of Canada and other government agencies. 


e The efforts of the IMF to ensure countries abide by their obligations, 
including under Fund-supported programs, help ensure that they 
repay Canadian bilateral loans and use our bilateral development 
assistance effectively. 


e¢ Canada earns a market rate of return on its financial position in the IMF. 


e Were Canada ever to experience severe balance of payments difficulties, 
it would have the right to approach the IMF for financial assistance. 
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How the IMF Works 


The IMF works like a credit union. It has a large pool of resources that 
it makes available in several ways to help members finance temporary 
balance of payments problems. 


Members provide resources to the IMF in amounts determined by “quotas” 
reflecting each country’s relative importance in the world economy. 
A country’s quota in turn helps determine the amount of Fund resources that 
it may use if it experiences economic difficulties. At the end of 1999, the total 
quotas for the Fund’s 182 members was SDR 210.2 billion. | 


A member country uses the general resources of the IMF by making a purchase 
(drawing) of other members’ currencies with an equivalent amount of its own 
currency. A member repurchases (repays) its own currency from the IMF with 
other members’ currencies over a specified period of time, with interest. In this 
way, a member country receives credit from other members. 


Members seeking financial assistance can draw on a “reserve tranche” and 
four “credit tranches,” each amounting to 25 per cent of their quota. For 
access to resources beyond the first credit tranche, the member and the IMF 
have to reach a mutual agreement on a set of economic measures and 
reforms aimed at removing the source of the country’s balance of payments 
difficulty and creating the conditions necessary for sustainable non- 
inflationary growth. 


Depending on the prospective duration of the problem, these measures are 
agreed to as part of a Stand-By Arrangement (SBA) or an Extended Fund 
Facility. An SBA typically lasts 12 to 18 months while extended arrangements 
generally run for three years. Emergency financing for countries in crisis 
situations that could spill over to other countries is also available through the 
Supplemental Reserve Facility (SRF), created in December 1997. A 
precautionary line of defence is available through Contingent Credit Lines, 
established in February 1999, to countries that are pursuing sound policies 
but are nonetheless vulnerable to contagion. 


Members can also use financial facilities created for specific purposes, 
including the Compensatory and Contingency Financing Facility, which 
provides financial support to members experiencing temporary export 
shortfalls or other unforeseen adverse external shocks. 


Concessional financing to low-income developing countries under the 
Poverty Reduction and Growth Facility (formely the Enhanced Structural 
Adjustment Facility) is made available in the form of low-interest loans with 
extended maturity periods. 


1 The SDR (special drawing right) is the standard unit of account for the IMF’s operations. 
It represents a weighted basket of five major currencies — the US dollar, the Japanese 
yen, the pound sterling and euro values for the German mark and the French franc. 

At the end of 1999, the exchange rate was SDR 1 = C$1.99. 
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Canada’s Priorities at the IMF 


Global Economic and Financial Stability 


The financial crises that have affected a number of emerging market countries 
since mid-1997 revealed weaknesses in the international financial system 
and underscored the need to reform the global financial architecture. In 
co-operation with its international partners, Canada has played an active 
role in identifying areas where reforms are required and in taking steps to 
implement those reforms. In their June 1999 report to Leaders at the 

Koln Summit, the G-7 finance ministers recommended a number of steps to 
strengthen. the international financial system, and help reduce the risk of 
financial crises and make it easier to manage future crises more effectively. 
The finance ministers attached particular importance to reforms in the 
following areas: 


e strengthening macroeconomic policies and financial systems in 
emerging markets; 


e strengthening and reforming the international financial institutions (IF ls) 
and Arrangements; 


¢ enhancing transparency and promoting best practices; 
e strengthening financial sectors; 


¢ improving crisis prevention and management, and involving the private 
sector; and 


¢ promoting social policies to protect the poor and most vulnerable. 


The IMF continues to be at the centre of efforts to reform the global financial 
architecture, including in the priority areas outlined in the G-7 report. The 
Fund's involvement, and Canada’s priorities in these efforts, are described in 
more detail below. 


Strengthening Macroeconomic Policies 
in Emerging Markets 


The global financial crisis, which began in Asia in 1997 and then spread to 
Russia and Brazil in mid-1998 and early 1999, appears largely to have run its 
course. However, Some countries remain at risk of a crisis. The potential for a 
resurgence of financial contagion suggests that one should not become 
complacent about the outlook for emerging economies, or underestimate the 
role of the IFls in promoting economic reform and catalyzing other financial 
support to assist crisis economies. 


In East Asia, several countries are now enjoying strong recoveries, 

having benefited from international financial assistance and the pursuit of 
appropriate fiscal, monetary and exchange rate policies. In particular, the 
strong performance of Korea and Thailand has allowed these two countries 
to suspend drawings on their IMF lending packages, although program 
reviews will continue in 2000 and a substantial reform agenda remains in 
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Thailand’s financial sector. Indonesia, on the other hand, will likely require 
further assistance from bilateral donors and IFls, as the country continues to 
grapple with a ballooning government debt load, very slow financial and 
corporate restructuring, and ongoing political/separatist tensions. 


Although the devaluation of the Brazilian currency in early 1999 sparked fears 
of a regional financial crisis, overall Latin America in fact showed some 
resilience. Financial market pressures forced a few Latin American economies 
to abandon their currency pegs and most of the region fell into recession in 
1999. However, most Latin American economies are expected to recover in 
2000, aided by higher commodity prices, stronger world demand and 
increased capital inflows. Several economies (including Argentina, Brazil and 
Chile) appear to have emerged from recession in the fourth quarter of 1999. 
The outlook for Brazil, in particular, has brightened considerably since the 
abandonment of its exchange rate peg — the movement to a freely floating 
currency has not placed as much upward pressure on inflation as expected. 


Mexico successfully weathered the Brazilian devaluation last year due in large 
part to the sustained implementation of prudent monetary and fiscal policies, 
as well as the maintenance of a flexible exchange rate regime. Recent 
increases in oil prices, if sustained, will continue to benefit Mexico, which is 

a major oil exporter. In 1999, Mexico assembled a financing package worth 
US$23.7 billion, including loans from the IMF, World Bank and Inter-American 
Development Bank, to help guard against speculative pressures in the run-up 
to presidential elections in July 2000. 


Other Latin American countries, however, are experiencing financial difficulties: 


e Although Argentina appears to have emerged from recession, the country 
is faced with a large external financing requirement and is expected 
to conclude an agreement with the IMF on an SBA early in 2000. 


‘e Colombia, which is in the throes of its worst recession on record, secured 
a US$2.7-billion IMF Extended Fund Facility in December 1999. 


e Ecuador, which defaulted on its Brady debt and euro-bonds in 1999, is in 
a financial crisis. Recently anew government came to power. Given the 
recent turmoil and the government’s announced intention to dollarize its 
economy, negotiations with the IMF on a possible financing facility have 
been delayed. 


e Venezuela, which is also in recession, was hit by devastating floods 
in December 1999 and has informally inquired about financial assistance 
from the IMF. Venezuela’s currency (the bolivar) is generally viewed as 
overvalued, and economic reforms are desperately needed to reduce 
the large fiscal deficit. 
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Elsewhere in emerging markets, the IMF played an active role in providing 
financial assistance to help stabilize the macroeconomic situation in a 
number of economies: 


e Turkey, which was hit by two large earthquakes in the second half of 1999, 
also had to adaress its fiscal policy and structural weaknesses. In 
December 1999, the IMF approved financial support totalling US$4 billion 
for Turkey. The World Bank, which had already approved US$1 billion in 
emergency financial assistance, has indicated it will provide an additional 
loan of US$3 billion over three years beginning in early 2000, provided 
Turkey continues its program of economic reforms. 


¢ Romania, faced with the risk of defaulting on its external obligations 
which fell due in 1999, obtained US$547 million under an IMF SBA in 
August 1999. 


Finally, Russia negotiated a US$4.5-billion SBA with the IMF in July 1999. 
Although economic developments were generally positive throughout 1999, 
the program was suspended later in the year because Russia failed to 
achieve some of the agreed structural benchmarks. The election of a new 
parliament (the Duma), followed by President Boris Yeltsin’s resignation in 
December 1999, may lead to a more co-operative relationship between the 
Kremlin and the Duma. However, it remains to be seen whether or not the 
new government led by acting President Vladimir Putin will be able to put 
forward a serious reform program. 


IMF-Led Packages for Emerging Economies 


Contributions (in billions of US dollars) 


Donor Russia Mexico Colombia Turkey Romania 
IMF 4.5 4.2 hed 4 05 
(% quota) (56%) (120%) (255%) (300%) (89%) 
Other IFls 8.7 4.2 4 

Bilateral 10.8 

Total 4.5 Aaer 6.9 8 0:5 


Note: While there were no new IMF commitments to East Asian countries in 1999, Fund 
disbursements to Thailand, Indonesia, Korea and the Philippines continued according to 
commitments made in 1997 and 1998. 
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Strengthening and Reforming the International 
Financial Institutions and Arrangements 


In 1999, the international community strengthened the existing IFls and filled in 
the gaps in other arrangements. In this respect, Canada was actively involved 
in the discussions which led to agreement in three areas to provide a more 
focused approach and complement the Bretton Woods framework: 


e The IMF’s ministerial advisory body — the Interim Committee — was 
revitalized by giving it permanent standing as the International Monetary 
and Financial Committee (IMFC). It was also agreed that the IMFC would 
be supported by a deputies’ process to prepare for meetings and have 
joint sessions with the IMF/World Bank Development Committee 
when appropriate. 


¢ To promote international financial stability through enhanced information 
exchange and international co-operation in financial market supervison and 
surveillance, the Financial Stability Forum was established in April 1999. 
The Forum is well placed to promote this objective as it regularly brings 
together senior officials from finance ministries, central banks and financial 
sector supervisory bodies from countries with significant financial centres, 
as well as representatives of the international supervisors, the Bank for 
International Settlements, the IMF and World Bank. The Forum has the role 
of identifying gaps in the regulation of financial systems and developing 
solutions to address these vulnerabilities. 


The Financial Stability Forum established working groups to deal with highly 
leveraged institutions, offshore financial centres (OFCs) and short-term 
capital flows. The working group on OFCs, chaired by Canada’s 
Superintendent of Financial Institutions, John Palmer, is evaluating the 
impact of OFCs on global financial stability, and the progress made by such 
centres in enforcing international prudential standards and in complying 
with cross-border information exchange agreements. The working groups 
are expected to report to the Forum at its next meeting in March 2000. 

A task force on the implementation of standards and a study group on 
deposit insurance were also established in 1999; the latter is chaired by the 
President of Canada Deposit Insurance Corporation, Jean-Pierrre Sabourin. 


e The Group of Twenty (G-20) was established in the fall of 1999 to ensure 
broader participation in discussions on international financial affairs among 
countries whose size or strategic importance gives them a particularly 
crucial role in the global economy. The G-20 consists of finance ministers 
and central bank governors from 19 industrialized and emerging market 
countries, and representatives from the European Union, the European 
Central Bank, and the IMF and the World Bank and their policy committees. 
Canada’s Minister of Finance, Paul Martin, was named the first chairman 
of the G-20. Following the inaugural ministerial meeting in Berlin in 
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December 1999, Minister Martin announced that the G-20 had agreed to 
an agenda aimed at reducing vulnerabilities to international financial crises. 
The four priority areas identified are: 


— acomprehensive stock-taking of progress made by all member nations 
in reducing vulnerabilities to crises; 


— an evaluation by countries of their current compliance with 
international codes and standards in the areas of transparency and 
financial sector policy; 


— the completion of Reports on Observance of Standards and Codes and 
Financial System Stability Assessments by the IMF with the co-operation 
of the World Bank; and 


— an examination of differing exchange rate regimes and their role in 
cushioning the impact of international financial crises. 


G-20 deputies will report on the items identified at the next ministerial 
meeting, which will be held in Canada in the autumn of 2000. 


Enhancing Transparency and Promoting Best Practices 


To enable market participants to make informed judgements about risks and 
provide greater incentives for policy makers to implement sound policies, 
further measures were taken to enhance transparency and promote best 
practices in four areas in 1999: transparency and accountability in the Fund’s 
own operations, the provision and publication of data, the development and 
implementation of international standards, and governance. 


Transparency and Accountability in the Fund’s Own Operations 


Better information on the activities of the IMF contributes to greater public 
understanding of the institution. For this reason, Canada has supported 
measures to enhance the transparency and accountability of the Fund’s 

own operations. The Fund has responded to the concerns of members for 
ensuring transparency by making available significantly more information on 
its activities. This includes publication of country reports, increased 
dissemination of information on the Fund’s annual consultations with member 
countries, and the liberalization of access to the Fund’s archives. The public 
now has access to IMF Executive Board documents that are more than 

5 years old, and other archival materials more than 20 years old. At Canada’s 
instigation, the Fund began this year to release summaries of the IMF’s work 
program to help increase the public’s awareness of Fund activities. In addition, 
the Fund has adopted a policy establishing a presumption in favour of 
publication of Letters of Intent and other documents that underpin 
Fund-supported programs. 


Since 1997, the IMF has released Public Information Notices (PINs), which 
provide background information on a member country’s economy and the 
IMF’s assessment of the country’s policies and prospects. PINs are issued at 
the country’s request following the conclusion of the Fund's regular Article IV 
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consultation with the member. Canada’s most recent PIN was published 
February 18, 2000 (see http://www. imf.org/external/np/sec/pn/2000/PNO01 1.HTM). 
An increasing number of countries have agreed to the publication of PINs, 
with about 80 per cent of countries now following this procedure. The Fund 

is also issuing PINs on policy papers and regional economic reviews. 


The Fund also encourages countries to publish the “mission statements” 
that are prepared at the time of the IMF’s annual Article lV consultations 
with member countries. Prior to the preparation of the staff's report to the 
Executive Board, the IMF mission often provides the authorities with a 
statement of its preliminary findings at the conclusion of its discussions with 
the authorities. A number of countries, including Canada, are now releasing 
these statements. In addition, some 50 countries have agreed to participate 
in a pilot project for the voluntary release of Article IV staff reports. 

Canada’s Article IV report was released February 18, 2000 

(see http:/Awww.imf.org/external/pubs/cat/longres.cfm?sk&sk=3420.0). 


Canada has placed great importance on the establishment of an independent 
evaluation process that can impartially assess IMF activities on a regular basis. 
In this context, the IMF first launched, in 1997, an evaluation by independent 
external experts of several aspects of programs supported by the Enhanced 
Structural Adjustment Facility. At the urging of Canada and other countries, 
the IMF published the external evaluators’ report and other documents related 
to the exercise, and broadened the process further by asking the general 
public to comment. 


Two additional external evaluations were completed in 1999 and 

released to the public. One, an evaluation of the overall effectiveness 

of the IMF’s surveillance of member countries’ policies, was chaired 

by former Bank of Canada Governor John Crow (see 
http://www.imf.org/external/pubs/ft/extev/surv/index.HTM). The external 
evaluators recommended that the Fund’s surveillance focus on core 
macroeconomic and exchange rate matters and the international aspects of 
a country’s macroeconomic policies. The other evaluation reviewed the IMF’s 
research activities (see http://www.imf.org/external/pubs/ft/extev/res/index. HTM). 
The external evaluators recognized the contribution of research activities to 
the objectives of the Fund and made a number of recommendations to 
improve the quality, focus and dissemination of Fund research. 


Canada’s representative on the Executive Board, Thomas A. Bernes, is 
Chairman of the Evaluation Group of IMF Executive Directors. The Group 

is reviewing the Fund’s experience with external evaluation and intends to 
oresent a recommendation to the IMFC at its spring 2000 meeting on ways 
to strengthen the Fund’s capacity to undertake independent evaluation of 
its operations, policies and programs. 


In response to increased public interest in the IMF’s financial position and the 
desire of members such as Canada for enhanced operational transparency, 
the Fund has since 1998 published at intervals throughout the year 
information on its financial resources and liquidity position, as well as 
information about members’ financial accounts with the IMF. 
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Provision and Publication of Data 


Following the 1995 Halifax Summit, the Fund initiated work on new data 
standards to better inform markets of financial and economic developments 
and to strengthen Fund surveillance. Countries that are capital market 
borrowers are now making comprehensive data available to the public on a 
timely basis under the IMF’s Special Data Dissemination Standard (SDDS) 
established in April 1996. Information on the statistical practices of members 
subscribing to the new standard is posted on the IMF’s Dissemination 
Standards Bulletin Board (DSBB) on the Internet (http://dsbb.imf.org/). 
Canada was one of the first countries to subscribe to the new standard, and 
information on Canada’s statistical practices is posted on the DSBB at 
http://dsbb.imf.org/country/cancats.htm. 


How to Access Information at the IMF 


A vast array of Fund information — including fact sheets, press releases, 
speeches, /MF Survey, annual reports, world economic outlooks, 
Staff country reports, and working papers — is available on the Fund’s public 
Web site at http://www.imf.org/ . In addition, the IMF’s Publication Services 
provides a wide variety of Fund documents on the policies and operations of 
the IMF as well as world financial and economic developments: 

IMF annual reports 

World Economic Outlook 

International Capital Markets 

IMF staff country reports 

International Financial Statistics 

Annual Report on Exchange Arrangements and Exchange Restrictions 
press releases 

IMF Survey 


Publications Services is located at 700 — 19th Street N.W., Washington, DC 
20431, USA. Phone: (202) 623-7430; fax: (202) 623-7201. Internet e-mail 
address: publications@imf.org. 


The Fund reviewed progress under the SDDS in 1999 and strengthened the 
standard by requiring the disclosure of additional information on international 
reserves on a monthly basis, with weekly disclosure of key reserve assets to 
be encouraged. A new data template on international reserves was developed 
by the Fund in co-operation with the Committee on the Global Financial 
System of the Group of Ten (G-10) central banks. The template covers 
information on the amount and composition of reserve assets, other foreign 
assets held by the central bank and the government, short-term foreign 


15 


SSSA 7 vv wp §lvvv’ée ° 0” h Wd$§ °" ©" W pp ee o =e 8 7: "7  ) lb 8§§8"*8»|BEFEF. nF F*EZR BQO FFB7ERB[ dC €€ FEF' 


REPORT ON OPERATIONS UNDER THE 


liabilities, and related activities that can lead to demand on reserves (such 

as financial derivatives positions and guarantees extended by the government 
for private borrowing). The transition period for providing the information 
required by the template expires at the end of March 2000. In July 1999, 
Canada became one of the first countries to disseminate the additional data 
required by the expanded standard. Moreover, Canada currently exceeds 

the reporting standard by releasing key data on its international reserves 

on a weekly basis. 


Standards 


The Fund is also contributing to the development and dissemination of 
international standards in other areas. In 1998, the Fund adopted a Code of 
Good Practices on Fiscal Transparency to guide member countries in 
enhancing the accountability and credibility of fiscal policy. In 1999, the Fund 
adopted a similar code with respect to monetary and financial policies. Also in 
1999, the Basle Committee on Banking Supervision, with input from the IMF 
and World Bank, prepared a draft handbook to help countries in implementing 
the Basle Core Principles for Effective Bank Supervision. To keep track of the 
standards that are being established, the Financial Stability Forum developed 
a prototype compendium of standards and best practices. 


Work also progressed over the past year on how Fund surveillance could 
contribute to monitoring and encouraging implementation of the internationally 
agreed codes and standards. It was agreed that this surveillance by the Fund 
should be carried out on a modular basis covering a wide range of standards 
and codes, with the Fund responsible for its core areas of expertise, and other 
institutions, such as the World Bank, Organisation for Economic Co-operation 
and Development and Basle Committee, taking responsibility for other areas. 
Canada and the other G-7 countries have proposed that the Fund incorporate 
the monitoring of standards into its Article IV process, building on input from 
other institutions as necessary. The IMF has also prepared experimental 
country case studies — the Reports on Observance of Standards and Codes — 
that summarize individual countries’ compliance with the various international 
codes and standards. 


Governance 


One of Canada’s priorities is the promotion of good governance, transparency 
and accountability in IMF member countries. The Fund adopted guidelines in 
1997 on its role in issues of governance and is more actively emphasizing the 
links between poor governance and weak economic performance. In support 
of this role, the Fund is delaying or suspending financial support until countries 
have taken appropriate corrective action. In the past year, Canada continued 
to encourage the Fund to work with member countries to improve the quality 
of government expenditures by reducing outlays for unproductive purposes, 
such as costly military budgets, thereby making room for productive spending 
on primary health care and basic education, for example. In this context, 
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the Fund’s Executive Board encouraged Kenya in 1999 to reinforce earlier 
measures to enhance accountability, strengthen budget planning and 
execution, and remove incentives for corruption by implementing a 
comprehensive work plan of further measures to enhance governance. 


Strengthening Financial Sectors 


Increasingly, the IMF is paying greater attention to financial sector issues. 
The Fund is contributing to the development and dissemination of 
international principles and good practices of sound financial systems, 
strengthening its surveillance of countries’ financial systems and, in 
conjunction with the World Bank, supporting structural reforms in financial 
sectors. While the Fund works closely with other international institutions and 
groups on financial sector issues, its co-operation with the World Bank in the 
past year led to an improvement in the identification of potential vulnerabilities 
in countries’ financial systems. This co-operation is described more 
extensively in the “Joint Issues” section. 


An important lesson from the recent financial crises in emerging market 
countries is that the opening of the capital account must be carried out in 

an orderly and well-sequenced manner. In particular, countries with weak, 
underdeveloped or poorly regulated financial markets are highly vulnerable to 
the risks associated with open capital flows. To this end, Canada has called 
for the IMF to play an expanded role in this area by developing a practical 
guide, or “roadmap”, for safe capital liberalization in developing countries. 
The objective would be to codify best practices and spell out appropriate 
policies for countries at different stages of development. 


In this regard, the Fund reviewed in 1999 the experience of selected countries 
with the use or removal of capital controls. The review suggests that, in some 
circumstances, controls can play a useful role in helping countries shield 
themselves from financial crises. Controls, however, are not a substitute for 
sound economic policies and prudential supervision of the financial sector. 
Moreover, capital controls may lose effectiveness over time as market 
participants find ways to circumvent the controls. 


Improving Crisis Prevention and 
Involving the Private Sector 


The recent crises in emerging markets have led to a consensus among 
international policy makers that private investors need to be involved to a 
greater degree in crisis prevention and resolution. Canada attaches 
considerable importance to this issue. The international financial architecture 
needs to be adapted to reflect today’s world of large-scale private capital 
flows. To date, the international community has generally relied upon 
significant financial assistance from the official sector, led by the IMF, to 
address balance of payments problems caused by large capital outflows. 
However, this approach to crisis resolution is neither sustainable, given that 
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the scale of private capital flows dwarf the resources of the official sector, 
nor desirable, since it may distort the assessment of risk in international 
markets and encourage excessive and imprudent capital flows to emerging 
market economies. 


Over the past two years, Canada has therefore advocated a more 
comprehensive approach to crisis prevention and resolution that involves the 
private sector more actively in the process. The IMF has an important role to 
play in establishing an operational framework for improved private sector 
involvement in this area. This reflects the IMF’s position at the centre of the 
international financial system and, more importantly, the fact that ithas a 
number of mechanisms at its disposal that could facilitate a more orderly and 
co-operative resolution to international payment problems. The principles and 
modalities of private sector involvement were discussed on a number of 
occassions by the IMF Executive Board in 1999, and further progress on 
developing an operational framework for its application is expected in the 
spring of 2000. 


Promoting Social Policies to Protect 
the Poor and Most Vulnerable 


Canada places a high priority on efforts to better protect the poor and most 
vulnerable from the burden of adjustment. In conjunction with the enhanced 
debt reduction scheme for heavily indebted poor countries, and as part of its 
contribution to the global anti-poverty effort, the IMF replaced its concessional 
facility, the Enhanced Structural Adjustment Facility, with the more focused 
Poverty Reduction and Growth Facility (PRGF) in 1999. As a consequence, 
direct anti-poverty measures will play a central role in programs supported by 
the IMF, World Bank and other lenders. To finance its participation in the 
enhanced Heavily Indebted Poor Countries (HIPC) Initiative and continue its 
assistance to the poorest countries under the PRGF, the Fund in 1999 began 
implementing a series of measures, including off-market gold sales, to 
generate the necessary resources. The Fund's role in this area is covered 
more extensively in the “Joint Issues” section and in the World Bank report. 


Lending Developments in 1999 


A core activity of the Fund is to provide short- and medium-term financial 
assistance to members faced with balance of payments difficulties. The 
objective is to enable countries facing such difficulties to correct temporary 
payments imbalances with a minimum of disruption to the international 
monetary system. The provision of financing from the IMF, and the additional 
financing that an arrangement with the Fund often attracts from other sources, 
enables countries to undertake smoother economic adjustment. 
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IMF Off-Market Gold Sales 


At the annual meetings in September 1999, IMF Governors endorsed a 
financing package involving internal transfers, bilateral contributions and 
off-market gold sales to generate resources to meet the Fund’s debt relief 
costs and to continue its assistance to the poorest countries under the 
PRGF — about US$3.5 billion. 


In December 1999, the Fund’s Board approved off-market sales of up to 
14 million ounces of its gold reserves and a number of other measures 
which will ensure full financing for the IMF’s participation in the HIPC Initiative 
and the PRGF. The investment income from the profits generated by the gold 
transactions will be used to provide debt relief under the HIPC Initiative. 
The Fund expects to complete its off-market operations in the spring of 
2000. None of the IMF gold involved in these transactions will be sold on the 
open market. Therefore, the off-market sales will have no effect on the 
world gold market. 


At the end of 1999, the IMF had lending arrangements worth SDR 57.6 billion 
in place for 57 member countries (see Annex 1). Drawings by these countries 
in 1999 decreased to SDR 10.8 billion as some member countries recovered 
from the severe crises that affected their economies in 1998. While lending 
decreased under all facilities in 1999, several members received large 
drawings during the year. Brazil received the largest disbursement, drawing 
SDR 3.6 billion under the Supplemental Reserve Facility (GRF), the Fund’s 
short-term lending facility that addresses crisis situations, and SDR 0.8 billion 
under a Stand-By Arrangement. Mexico received the largest amount under 

a stand-by — SDR 1.0 billion. Repurchases (repayments) exceeded purchases 
in 1999, in large part due to repayments related to the large disbursements 
made in 1998 under the SRF. 


Table 1 
IMF Resource Flows 
1998 1999 
(in SDR billions) 
Total purchases rag 10.8 
Of which: 
Stand-By Arrangements 12.1 1. 
Extended Fund Facility 6.3 1.9 
Compensatory and Contingency Financing Facility Phe 0.7 
Poverty Reduction and Growth Facility 0.9 0.7 
Total repurchases 6.7 19.4 
Net purchases 14.8 8.6 
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Indonesia’s drawings of SDR 1.0 billion dominated disbursements under 
the Extended Fund Facility in 1999. 


No countries made use of two new facilities established in 1999: the 
Contingent Credit Lines to help countries avoid financial contagion, anda 
temporary Y2K facility that went unutilized because anticipated date-change 
difficulties did not materialize. 


Lending decreased slightly under the IMF’s concessional facility, the PAGE 
Pakistan and Algeria accounted for a large share of the SDR 0.7 billion 
disbursed under the Compensatory and Contingency Financing Facility, 
one of the Fund’s other special-purpose facilities which was recently 
streamlined and rationalized. 


Managing Canada’s Interests at the IMF 


The Minister of Finance is Canada’s Governor at the IMF and is responsible 
for the management of Canadian interests at the Fund. The Minister exercises 
influence on IMF issues through Canada’s Executive Director at the Fund's 
Executive Board, interventions at the spring and fall meetings of the IMFC, 

his plenary speech at the IMF and World Bank annual meetings, and periodic 
meetings with the Managing Director of the Fund (the Minister’s speeches 

are available on the Department of Finance Web site at http:/Awww.fin.gc.ca/). 
The Governor of the Bank of Canada, Gordon Thiessen, is Canada’s Alternate 
Governor of the IMF. The Governor also attends the Fund's spring and 

fall meetings. 


The management of Canada’s interests in the ongoing work of the IMF is 

the responsibility of the Executive Director, Thomas A. Bernes, Canada’s 
representative on the Executive Board. He is one of 24 Executive Directors. 
In addition to Canada, he represents 11 other countries (Ireland and 

10 Caribbean countries), which form a constituency at the Executive Board. 
Of the 24 members of the current Executive Board, 12 are from developing 
or transition countries and 12 from industrial countries. As the main decision- 
making body of the Fund, the Board normally meets three times a week. 


The Department of Finance co-ordinates Canadian policy advice on IMF 
issues and Canada’s operational interests in the IMF. The Bank of Canada 
also works closely with the Department of Finance in providing advice on 
issues of interest to Canada’s Executive Director. Other government 
organizations include the Department of Foreign Affairs and International Trade 
and the Canadian International Development Agency. Within the Department 
of Finance, the International Finance and Economic Analysis Division is 
specifically responsible for conducting analyses and preparing advice on the 
policy issues and specific country programs that are brought before the 
Executive Board. The Department and Canada’s Executive Director's office 
also work closely with Canada’s World Bank Executive Director’s office and 
meet frequently with Canadian non-governmental organizations. 
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Parliament is informed of the activities and operations of the Bretton Woods 
institutions through the tabling of the annual report on their operations, the 
communiqués of the Interim and Development committees and appearances 
of the Canadian Executive Directors and departmental officials before 
parliamentary committees. 


Canada’s Voting Record 


Since most decisions at the Fund are taken on a consensus basis, formal 
votes by Governors and the Executive Board are rare. Canada attempts to 
influence the development of Fund policy proposals before they are brought 
to the Board (often through the circulation of memoranda outlining Canadian 
positions) or to influence other members in the course of Board discussions. 
But in 1999 Canada voted against an increase in the remuneration of IMF 
Executive Directors and abstained on the vote to increase IMF staff salaries. 


Canada’s Office at the IMF 


In addition to the Executive Director, Canada’s office is staffed by 

two Canadian advisors and a technical assistant. Ireland staffs the Alternate 
Director’s position and the Caribbean countries staff a second 

advisor’s position. 


The primary responsibility of the Executive Director’s Office is to represent the 
interests of Canada and the other members of the constituency at the Fund’s 
Executive Board. The office participates in the Board’s discussions of a wide 
variety of policy, operational and administrative matters, including surveillance 
issues and country assistance requests and reviews. 


Canadian Members of the Executive Director’s Office 

Executive Director: Thomas A. Bernes 

Canadian Advisor: Jeffrey Allen Chelsky 

Canadian Advisor: Paul Fenton 

Canadian Assistant: John Nelmes 

Phone/fax: (202) 623-7778/(202) 623-4712 

Address: 11-112, 700 — 19th Street N.W., 
Washington, DC 20431, USA 
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Canada’s Financial Participation 


Canada’s financial participation in the IMF consists primarily of its quota 
subscription. Canada’s quota following the recent increase, associated 

with the coming into effect of the Eleventh Review, is SDR 6,369.2 million, 

or about 3 per cent of total quotas. Canada’s quota subscription is a 
government asset, which is made available to the Fund partly in Canadian 
dollars and partly in reserve currencies, such as US dollars or SDRs. These 
latter non-Canadian dollar amounts continue to be part of Canada’s foreign 
exchange reserves. As an asset, Canada’s quota subscription is not recorded 
as an expenditure item in the budget of the Canadian government. 


Only a tiny portion of the Canadian dollar part of its subscription is actually 
held in cash by the IMF. The balance is held by the Bank of Canada in the 
form of demand notes, which are available to the Fund in the event it needs 
to draw upon additional resources. Canada earns interest on its quota 
subscription when the Canadian dollar is used in Fund lending operations, 
i.e., drawn by other member countries. In 1999, Canada received 

SDR 56.2 million on its net creditor position in the IMF. In addition, Canada 
received SDR 2.4 million in interest on General Arrangements to Borrow (GAB) 
and New Arrangements to Borrow (NAB) lending to the IMF (additional 
information on this lending is provided below). The net income trom Canada’s 
net creditor position with the Fund is paid into the Government of Canada’s 
Exchange Fund Account, adding to the foreign exchange reserves. 


Table 2 
Canada’s Financial Position in the IMF 


December 31, 1999 December 31, 1998 
(in SDR millions) 


Quota 6,369.2 4,320.3 
Fund holdings of Canadian dollars 4,061.3! 2,892.11 
Reserve position in the Fund 2,307.92 1,428.22 


1 in accordance with Fund regulations, at least 0.25 per cent of Canada’s quota is held by the IMF 
in a Canadian dollar cash deposit at the Bank of Canada. The Fund’s remaining Canadian dollar 
holdings are in the form of non-interest-bearing demand notes, also kept by the Bank of Canada. 


2 This is the amount Canada is entitled to draw on demand from the IMF for balance of payments 
purposes. Canada’s reserve position in the Fund is the result of the portion of Canada’s quota 
subscription made available to the Fund over time in reserve currencies, the use of the Canadian 
dollar in Fund financial transactions with other members, and loans to the IMF under borrowing 
arrangements such as the GAB and NAB. As the name suggests, Canada’s reserve position in 
the Fund is a part of Canada’s official foreign exchange reserves. 
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Special Drawing Rights 


m The special drawing right (SDR) is an international reserve asset created by 
the IMF and allocated periodically to its members as a supplement to their 
foreign currency and gold reserves. 


m A general SDR allocation requires a determination by the IMF Board 
of Governors that there is a global need to supplement existing 
reserve assets. 


m SDRs were first allocated to members in 1970. There have been two other 
general allocations, the most recent undertaken in 1981. The outstanding 
stock of SDRs currently totals SDR 21.4 billion. 


ma In September 1997, IMF Governors approved a special one-time allocation 
of SDR 21.4 billion that will ensure that all members receive an equitable 
share of cumulative SDR allocations (the amendment to ratify the allocation 
has not yet been accepted by a sufficient majority of members). 


m Canada has received allocations totalling SDR 779.3 million. Following 


the special one-time allocation, Canada’s allocations will increase to 
SDR 1,266.5 million. 


At the end of the year, Canada’s holdings of SDRs amounted to SDR 

383.8 million, or 49.2 per cent of Canada’s cumulative allocation of SDRs. 

In 1999, largely due to the payment of one quarter of the increase in its 

IMF quota in SDRs, Canada held SDRs in an amount lesser than its allocation, 
and so paid net interest of SDR 10.3 million.2 


The Second Special Contingency Account (SCA-2) was established by the 
IMF in 1990 to safeguard against potential losses arising from follow-up 
financial arrangements with countries that successfully completed a rights 
accumulation program and cleared their arrears to the Fund. The SCA-2 was 
financed over a period of years jointly by IMF creditors through lower interest 
earnings and debtor countries who paid higher rates of charge. Since the 
balances in the SCA-2 were no longer required, the IMF refunded them 

in late 1999 to contributing countries such as Canada, which received 

SDR 11.2 million. 


Last year, in line with earlier commitments, Canada made further contributions 
to the IMF’s Poverty Reduction and Growth Facility (PRGF), formerly the 
Enhanced Structural Adjustment Facility. The facility provides financial support 
on concessional terms to low-income countries facing protracted balance 

of payments problems. Canada’s commitment to the PRGF is a loan of 

SDR 500 million and a grant of approximately SDR 190 million. In 

March 1999, the Government announced that Canada intended to commit 

an additional SDR 200 million of new lending to the facility. At the end of 1999, 
loan payments under these arrangements totalled SDR 460 million of the 
SDR 500 million (to be SDR 700 million) and subsidy contributions equalled 
SDR 128.6 million of the SDR 190 million. 


2 When a member's holdings of SDRs is greater (lesser) than its cumulative allocation, that 
member (the Fund) receives interest on the difference. 
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Canada is also a participant in the GAB, the credit arrangement established by 
the G-10 to supplement the Fund’s regular resources in the event of financial 
crises. Canada’s GAB commitment is the equivalent of SDR 892.5 million. 
This line of credit was not used in 1999. As noted above, Canada is also a 
participant in the NAB, which was not activated in 1999. Previous GAB and 
NAB loans were repaid by the IMF to Canada in March 1999. 


New Arrangements to Borrow 


The following are the main features of the NAB, which came into force in 1998: 


= Participating countries will make loans to the IMF when supplementary 
resources are needed to forestall or cope with an impairment of the inter- 
national monetary system, or deal with an exceptional situation that poses 
a threat to the stability of the system. 


= Twenty-five countries have agreed to lend up to SDR 34 billion (about 
C$68 billion) to the Fund in the case of financial emergencies. 


m Canada’s share in the arrangement is 4.1 per cent, in the form of a commit- 
ment to provide non-budgetary loans to the IMF from its international 
reserves. 


m The NAB does not replace the GAB, which will remain in force. However, the 
NAB will be the first and principal recourse of the IMF in the event of a need 
for supplementary resources. 


Challenges Ahead 


A key challenge for the Fund is to ensure that its mission meets the needs of 
an increasingly integrated global economic system. Over the years, the 
institution has proved to be very adaptable, and the evolution of the Fund's 
place in the international financial system must continue to reflect changes in 
the world economy. In particular, there is a need to assess the role of the Fund 
in a world of large-scale private capital flows. To meet these challenges: 


e The IMF should examine how it can reorient its surveillance activities to 
better foresee, prevent and respond to liquidity and confidence crises 
of the type that have recently affected a number of emerging market 
countries. This should include broadening the scope of these activities to 
include inter alia external debt management, the appropriateness of 
exchange rate regimes, compliance with standards and codes, and 
financial sector regulation and supervision. The Fund has a key role to play 
in encouraging “best practices” and monitoring compliance in these areas. 


e The Fund also needs to consider ways of ensuring that its lending 
programs do not distort the private sector’s assessment of risk and return 
in international investment. The Fund may also have a role in providing 
both the incentives and mechanisms to facilitate orderly workouts among 
international debtors and creditors. 
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THE WoRLD BANK 


Overview 


Membership in the World Bank affords Canada an important voice on key 
development issues in the world’s premier multilateral development bank. 
With 181 members and loans and credits to 86 developing member countries 
in fiscal year (FY) 1999, the World Bank has a far-reaching impact on global 
development. It assists members, both developing countries and countries 
in transition from planned to market economies, by providing concessional 
assistance and access to world financial markets for development purposes. 
In addition, it advises on policy issues crucial to improving members’ longer- 
term development and poverty reduction prospects. In over 50 years of 
existence, the World Bank has provided more than US$450 billion in loans to 
the developing world (see Annex 3). 


In FY 1999 alone, the World Bank committed loans and credits of about 
US$29.0 billion to these countries (see Annex 2), slightly above the 

FY 1998 total of US$28.6 billion. East Asia received a third of this lending 
(US$9.7 billion), while Latin America received 28 per cent (US$7.7 billion). 
Over the past two years, Bank support has reflected the large needs of 
countries recovering from financial crisis. In the case of Russia, however, the 
collapse of the banking system and the ongoing economic and political crises 
have slowed down disbursements considerably. Africa and South Asia relied 
heavily on support through the Bank’s concessional lending facility, the 
International Development Association (IDA). Together, these two regions 
received close to 60 per cent of total IDA lending, which was largely focused 
on poverty reduction. The continuing sanctions on India and Pakistan in the 
aftermath of nuclear testing have affected the Bank’s lending program. Bank 
lending is limited to those projects that address basic human needs. 


Many of the Bank’s members continue to face a tremendous challenge 

in raising the living standards of their populations. The Bank’s support has 
been crucial in transforming a number of countries from dependence towards 
greater self-reliance. Where countries have established an appropriate 
enabling environment, private capital can play an important role in helping 

to finance future growth. The World Bank continues to play an important 
catalytic role in encouraging the use of private capital for development. 
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How the World Bank Group Works 


The World Bank Group is made up of four complementary but distinct 
entities: the International Bank for Reconstruction and Development (IBRD), 
the International Development Association (IDA), the Multilateral Investment 
Guarantee Agency (MIGA) and the International Finance Corporation (IFC). 


The IBRD and IDA (together commonly known as the World Bank) both 
provide funding for investment projects and for adjustment — or economic 
reform — operations. The IBRD lends funds on commercial terms (slightly 
above the market interest rate) to the better-off borrowing members, while 
IDA provides interest-free credits to the poorest borrowers. The IBRD gets its 
funds primarily from borrowing on international markets, on the basis of its 
triple-A credit rating. In effect, the IBRD on-lends to borrowing countries at a 
rate of interest much lower than that which they could secure on their 
own borrowings. IDA, on the other hand, receives grant funding from donors 
and other sources, including World Bank net income. As of June 1999, the 
outstanding IBRD loans and IDA credits amounted to US$117.2 billion and 
US$83.2 billion, respectively. 


The IFC supplements the activities of the IBRD and IDA by undertaking 
investments on commercial terms in productive private sector enterprises. 
The IFC provides such services as direct private sector loans, equity 
investments, resource mobilization and technical assistance. As of June 
1999, the total outstanding loans and equity investment of the IFC were 
equivalent to US$10 billion. MIGA’s mandate complements that of the IFC: it 
promotes private foreign direct investment in developing countries, primarily 
by providing insurance against non-commercial risk, such as the risk of 
currency inconvertibility during civil conflict. MIGA‘s outstanding guarantees 
as of June 1999 amounted to US$3.7 billion. 
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Benefits of Membership 


m Canada’s voting share of about 3 per cent in the World Bank gives it a seat 
on the Bank’s 24-member Executive Board and on the joint IMF/World Bank 
Development Committee. Canada has the opportunity, both at the Executive 
Board and in discussions with Bank staff, to provide direct input into the 
formulation of Bank policies and operational decisions. Canada and other 
shareholders help to guide the Bank in improving developing countries’ 
economic, social and environmental performance. 


m Participation in the Bank affords an opportunity to influence international 
development policy issues of concern to Canadians. Canada was a leading 
voice at the Board of Directors’ discussions in 1999 that led to the enhanced 
Heavily Indebted Poor Country (HIPC) Initiative, as well as at the policy 
discussions that led to establishing a closer link between the HIPC debt 
initiative and poverty reduction goals. 


m Canada benefits from the Bank’s leadership role in bringing together donors 
to respond quickly to emergency situations in countries in post-conflict 
situations. The World Bank also provides Canada with a forum for working 
together with other donors to establish a common position to deal with 
the financial crises of emerging markets. In the context of the Middle East 
peace process, Canada has been closely involved with the Bank’s efforts 
to mobilize resources for the West Bank and Gaza. Through such co- 
operation, Canada’s influence in the developing world can be leveraged 
beyond what could be achieved through its bilateral programs. Canada also 
took part in mobilizing assistance to Kosovo. 


m Canada benefits from the role the World Bank plays in bringing together 
donors for consultative groups (CGs) to provide assistance to specific 
countries in need. Through CGs, donor countries are able to better co- 
ordinate their policy advice and operational programs to provide 
more coherent advice to borrowers and to maximize the impact of their 
operations. Last year, the World Bank participated in 38 separate CGs 
and donor groups. The Canadian International Development Agency 
(CIDA) and other donors also benefit from the Bank’s co-ordination of major 
international programs, such as the Strategic Partnership With Africa (SPA) 
and the Global Environment Facility (GEF). This co-ordination process is 
being enhanced now through the new Poverty Reduction Strategy Papers 
and the Comprehensive Development Framework of the Bank. 


mw The Canadian government draws heavily on the Bank’s research and 
policy work to enrich its understanding of international development. 
A wide variety of CIDA programs also benefit significantly from direct 
access to Bank staff and expertise. 


a Finally, Canadian companies and individuals enjoy substantial procure- 
ment benefits from Canada’s membership in the World Bank Group. 
Disbursements in FY 1999 for Canadian goods and services totalled 
US$243 million, bringing total cumulative disbursements to more than 
US$3.8 billion. 
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In the Wake of the Emerging Market Financial Crisis 


The global financial crisis that struck Asia in 1997 and then swiftly spread to 
other emerging market economies, including Brazil and Russia, appears to be 
abating. In Asia there are signs of strong economic recovery: growth rates are 
positive for the first time since the onset of the crisis, inflation rates are down 
to moderate levels, interest rates are far below the peaks experienced in 1997 
and 1998, and exports are expanding. In 2000, Latin America is expected 

to recover from the deep but short-lived crisis, while the worst seems to be 
over for Russia. 


The crisis pushed large segments of population of the affected countries 
into poverty, particularly in East Asia, Brazil and Russia. Moreover, in 

East Asia, the crisis has produced millions of new poor, partially reversing 
two decades of progress made in poverty reduction. All affected countries 
have been hit by falling incomes, rising absolute poverty and malnutrition, 
declining public services, threats to educational and health status, increasing 
vulnerabilities among women and children, and growing crime and violence. 
The crisis has also left a formidable agenda of institutional and governance 
reforms. They include strengthening domestic financial sectors, restructuring 
corporate governance and improving public sector transparency and 
accountability. In response, the Bank has intensified its support in FY 1999 
to address these issues. 


The long-term growth prospects for developing countries as a whole do not 
seem to be favourable. The World Bank predicts that growth in developing 
countries from 2002 to 2008 is likely to be lower than in the early 1990s, 
before the emerging market financial crisis erupted. This may retard the urgent 
progress needed on the poverty reduction front. In fact, the global financial 
crisis has effectively halted the progress made in poverty reduction during the 
1990s. No progress has been made since 1996 in reducing the number of 
people living in poverty in the developing regions. In Sub-Saharan Africa, 
Latin America and the Caribbean reductions in poverty appear to remain 
below the target adopted by the international community to reduce by half 
the proportion of people living in extreme poverty by ZOO: 


The demand for Bank resources has increased as a result of the contraction 
of private capital flows to developing countries. Even though the worst of the 
financial crisis appears to be over, the recovery of private capital flows has 
been slower than expected. Gross private flows to developing countries in 
4999 were almost a third lower than in 1998. This contraction, coupled with 
a declining trend in transfers from bilateral Official Development Assistance 
agencies, increased demand for World Bank financing considerably in 

FY 1999 (July 1, 1998-June 30, 1999). Demand has been particularly high 
for adjustment lending,? which has been the principal vehicle for the delivery 


3 An “adjustment loan” is a rapidly disbursing lending instrument used by the Bank to provide 
support for a government’s structural reform program. The bulk of the Bank's total lending 
operations, however, are in the form of “investment loans,” which are disbursed over the 
medium- to long-term implementation periods of specific development projects. 


BRETTON WOODS AND RELATED AGREEMENTS ACT — 1999 


of Bank assistance to crisis-affected economies. These loans have been 
supporting economic reform and measures to address poverty. Adjustment 
lending as a share of total IDA and IBRD lending operations increased in 
FY 1999 to 53 per cent, compared to 39 per cent in FY 1998 and 

26.5 per cent in FY 1997. Nearly 70 per cent of adjustment lending for 

FY 1999 was poverty-focused, reflecting the Bank’s strong emphasis on 
reducing the short- and long-term effects of crises on the poor. 


Reducing Poverty 


The unexpected nature and depth of the recent financial crisis and its serious 
impact on’social conditions have brought to light the need for more work to 
prevent crises when possible and to mitigate the social consequences when 
they occur. This calls for a development framework that recognizes the 
importance of macroeconomic fundamentals, but at the same time gives 
equal weight to institutional, social and structural underpinnings. FY 1999 saw 
the Bank taking important steps to move beyond simply financing projects 
and supporting only discrete policy reforms, to addressing broader issues 
such as human.-and social development, governance and institutions. Mindful 
of the challenges of this new approach, the Bank is working with developing 
countries to pilot a more inclusive and more integrated approach to its 
development mission. The approach, known as the Comprehensive 
Development Framework (CDF), calls for a development strategy “owned” by 
the country itself, focused on a long-term vision of the results to be achieved, 
and supported by strong partnerships among governments, donors, civil 
society, the private sector and other development actors. In FY 1999, the 
Bank launched CDF pilot projects in 11 countries* and the West Bank and 
Gaza, where stakeholders engaged in an active dialogue in order to identify 
development challenges, analyze ways to improve development effectiveness, 
and strengthen partnerships. 


Both as a means of providing central policy focus for the CDF, and of 
increasing the link between heavily indebted poor country (HIPC) debt relief 
and poverty reduction, the Bank proposed, with strong support from Canada, 
that country-specific poverty frameworks be developed and articulated via 
new Poverty Reduction Strategy Papers (PRSPs). In December 1999, the 
Executive Boards of the IMF and World Bank endorsed the adoption of 

the PRSPs. 


The key principles underlying the framework are that poverty reduction 
strategies should be country-driven, oriented to achieving concrete results 
in terms of poverty reduction, comprehensive in looking at cross-sectoral 
determinants of poverty outcomes and informed by a long-term perspective, 
and should provide the context for co-ordinated action by various 


4 The CDF pilots are underway in Bolivia, Céte d'Ivoire, Dominican Republic, Eritrea, Ethiopia, 
Ghana, Kyrgyz Republic, Morocco, Romania, Uganda and Vietnam. 
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development partners. The PRSPs will be formulated by national authorities 
in broad consultation with civil society and other stakeholders. They will 
describe and diagnose poverty conditions in countries and present a 
medium-term action plan to reduce poverty and generate more rapid 
economic growth. In many cases, as in Uganda (see below), the PRSPs will 
be built on national poverty reduction plans already being designed and 
implemented by a country. 


Poverty Reduction in Uganda 


In June 1997, Uganda launched its Poverty Eradication Action Plan (PEAP) 
following a national consultation process involving a cross-section of 
stakeholders (central and local governments, civil society and the private 
sector). The PEAP is a good model of what a PRSP would look like. The 
PEAP lays down national priorities for poverty reduction and guides sector 
policies. Extensive consultations with civil society have revealed that public 
action is critical in providing clean water, addressing difficulties faced by 
small-scale farmers, enhancing human security and strengthening 
governance. 


In 1998-99, the government adopted a medium-term budget framework that 
is consistent with the PEAP and medium-term financial stability. The Ministry 
of Finance and other ministries worked closely with local governments in 
determining budgetary allocations. Civil society participated in the dialogue 
on priorities and spending commitments. 


The government also established a Poverty Action Fund (PAF) to enhance 
transparency and the monitoring of donor resources. The Fund has 
four critical features: it involves civil society in the selection of programs and 
projects, it is fully integrated in the budget, it allocates 5 per cent of funds to 
monitoring, and it involves both civil society and government in monitoring 
the impact of PAF outlays. In order to monitor the process closely, the 
amounts disbursed to each district from the Fund are advertised in the press. 
In the education sector, for example, budget allocations for schools are 
posted on some school notice boards. Civil society (non-governmental 
organizations, district officials, parliamentarians and the media) meet 
quarterly with central government officials to discuss delivery against budget 
allocations. In just the first year of operation of the PEAP, Uganda’s social 
expenditures increased substantially from 5.1 per cent of gross domestic 
product in 1997-98 to 6.1 per cent in 1998-99. This happened against a 
backdrop of a decline in donor support. Uganda has also intensified its fight 
against corruption. In 1998-99, the anti-corruption agency initiated a number 
of high profile investigations, which have led to the dismissal of senior 
Officials and criminal prosecution. 
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First, the PRSPs will be undertaken for some of the HIPC countries and 

then introduced gradually to all low-income countries that are eligible for 
concessional funding from the World Bank and the IMF. Several HIPC 
countries, including Uganda, Ghana and Burkina Faso have made progress 
in developing their own poverty reduction strategies. The PRSPs are intended 
to provide a framework for assistance from the international financial 
institutions (IFls) and bilateral donors; as such, the success depends very 
much on the enhanced co-operation and co-ordination of various players. 


Improving Co-ordination With Other Agencies 


In 1998, at the request of shareholding governments, the Bank and the IMF 
undertook a frank assessment of their joint work and developed substantive 
measures to improve mutual co-operation. These measures, which are now 
being implemented, include a better delineation of responsibilities between the 
institutions and the establishment of a senior management Liaison Committee 
charged with enhancing joint Bank/Fund work with relevant international 
supervisory agencies. Through these closer links, the IMF has been able 

to benefit from the experience of the Bank in assessing the longer-term 
development impact of its own structural adjustment lending. Collaboration 
between the Bank and Fund has been particularly close in critical financial 
sector work. They are also working closely with governments to develop and 
implement a debt relief program for HIPC countries. These activities are 
described in detail in the “Joint Issues” section. 


Over the past year, the World Bank also has worked to deepen its 
partnerships with regional development banks and other multilateral agencies 
(including the World Trade Organization (WTO) and the United Nations 
Conference on Trade and Development) as well as with bilateral agencies. 


e A tripartite consultation mechanism involving the Bank, the IMF and the 
Asian Development Bank has been established to co-ordinate programs 
in Asian crisis economies. 


e In amove to enhance World Bank and UN co-ordination, the two 
organizations recently formed the “Philadelphia Group” (Symbolic of the fact 
that Philadelphia is halfway between Washington and New York) to share 
views and work programs in the areas of common interest, such as social 
policy, poverty reduction and governance. 

e The Bank, in partnership with the IMF, the WTO and several UN 
organizations, has created an integrated framework to help least developed 
countries to effectively participate in the international trading system. 
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Other World Bank Operations in FY 1999 


A) Helping Institutional and Governance Reforms 


Strong institutions and good governance are necessary to reduce country 
vulnerability to crises. They also encourage private investment and promote 
economic growth and poverty reduction. With its adjustment loans and 
technical assistance projects, the Bank is supporting various public sector 
reforms that are targeted towards improving governance by enhancing public 
accountability and transparency of government agencies. The Bank also 
orovides governments with advice on the drafting of governance-related laws, 
including legislation to combat corruption. This work is being supported by 
extensive Bank analysis of budgetary processes and institutional 
effectiveness. In Indonesia, for example, the Bank is working with the 
government and representatives of civil society to develop a comprehensive 
public sector anti-corruption strategy. 


With respect to the corporate sector, the Bank is assisting governments 
in developing corporate restructuring and bankruptcy frameworks and 
stronger competition policy as well as corporate governance and 

legal reforms. In co-operation with the IMF, the Bank has intensified its 
support of financial sector reforms in FY 1999. Having increased the 
number of in-house experts by 50, the Bank supported governments in 
improving financial sector supervision and regulation, developing capital 
markets and training domestic regulators. The financial sector's share of total 
adjustment lending amounted to about 13 per cent in FY 1999. Moreover, 
the Bank approved 18 stand-alone projects worth US$2.87 billion for 
financial sector reforms. 
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The Toronto Centre 


Recognizing the need to strengthen financial sector regulation and 
supervision in crisis economies, in 1997 the Government of Canada and the 
World Bank announced the creation of the Toronto International Leadership 
Centre for Financial Sector Supervision. The Toronto Centre provides 
experience-based training for senior financial supervisors and regulators in 
emerging markets. It focuses on the leadership dimension of the supervisory 
function, offering pragmatic programs based on the premise that experience 
is the best teacher. Canadian funding for the Toronto Centre is provided by 
the Canadian International Development Agency. Several Canadian banks 
(Canadian Imperial Bank of Commerce, The Bank of Nova Scotia, Royal 
Bank of Canada and The Toronto-Dominion Bank) provided funding to the 
Toronto Centre in FY 1999, while the IMF and the Bank for International 
Settlements have committed financial support. The World Bank continued to 
provide financial assistance to the Centre in FY 1999. The Schulich School of 
Business at York University is hosting the institution. 


The Toronto Centre successfully completed four courses on banking 
supervision during 1999; there was an excellent roster of candidates for 
these sessions. The candidates have been at senior levels, generally 
reporting to the governor or deputy governor of their respective central 
banks. The Toronto Centre will branch out in the coming year, providing one 
course on securities and another on insurance, along with three courses on 
banking supervision. In February 2000, David Winfield, who brings a wide 
range of experience in international trade issues from his distinguished career 
as a diplomat, replaced Paul Cantor as the new Executive Director of 
the Centre. 


The World Bank has set up a Web site for the Toronto Centre at 
http://www.worldbank.org/html/fpd/te. 


B) Post-Conflict and Emergency Assistance 


In 1999, the Bank provided substantive emergency assistance to countries 
that were devastated by war and natural disasters. In countries emerging 

from conflicts, the Bank’s support is designed to facilitate their transition to 
peace. The Bank helps post-conflict countries to rebuild physical infrastructure, 
reconstruct institutional capacity and put in place key economic reforms. 

In FY 1999 the Bank, in collaboration with the IMF and other donors, including 
Canada, moved rapidly to organize emergency financial assistance to 

the countries affected by the Kosovo crisis. Similar efforts are under way 

in East Timor. 
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The Bank Assists Regions Recovering From Conflicts 


Kosovo: At the Interim and Development Committee meetings in April 1999, 
finance and development ministers asked the Bank, working in co-operation 
with the Commission of the European Union, to co-ordinate the international 
effort to assist countries affected by the Kosovo crisis. The Bank, in 
collaboration with other multilateral and bilateral agencies, organized 
international donors’ conferences for various affected countries in 
southeastern Europe as well as for Kosovo itself. The Bank’s post-conflict 
support seeks to promote economic recovery, address social sector needs, 
rebuild physical and social infrastructures and reconstruct institutional 
capacity in the region. The Bank is working closely with the Stability Pact for 
South East Europe in analyzing various reconstruction initiatives. 


Kosovo, a sub-federal entity within the Federal Republic of Yugoslavia — 
which is not a member state of the World Bank — presented a special case 
for Bank operations. While Kosovo is ineligible for regular International 
Development Association or International Bank for Reconstruction and 
Development funding, the Bank established a special US$25-million trust 
fund from the Bank’s FY 1999 net income to fund its capacity- and 
institution-building work in Kosovo. Part of this funding will support the work 
of the United Nations Mission in Kosovo to establish a civil administration. 
It is anticipated that in 2000 the trust fund will receive a further net income 
allocation of a similar magnitude. 


East Timor: The World Bank has taken a leading role in co-ordinating the 
international effort to assist East Timor. In the late fall of 1999, the Bank, 
working closely with the United Nations Transitional Administration in East 
Timor, led a mission to the nascent country to assess reconstruction and 
development needs. The Bank’s conclusions formed the basis for an 
international meeting of donors in December at which delegates pledged a 
total of US$523.5 million in assistance. Just prior to this meeting, the World 
Bank Executive Directors endorsed the establishment of a special US$10- 
million trust fund (financed from World Bank resources) to support 
development and reconstruction in East Timor. Executive Directors also 
approved a grant of US$1 million from the Bank’s Post-Conflict Fund as 
bridge financing until the trust fund monies became available. 


The Bank also moved swiftly when one of the worst floods in its history hit 
Bangladesh in 1998. Through a US$200-million emergency flood recovery 
credit, the Bank helped in maintaining macroeconomic stability, repairing 
damaged infrastructure facilities and strengthening the country’s capacity for 
disaster preparedness and management. Similarly, the Bank responded 
quickly in the face of devastating floods in western Turkey and the earthquake 
damage in its Adana region with emergency assistance through the 
US$369-million Emergency Flood and Earthquake Recovery Project, which 
aims to restore basic infrastructure in affected communities and rural areas. 
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C) Assisting Small States 


Small developing economies face special challenges due to their small 

size: they lack institutional capacity, have difficulty attaining economies of 
scale in production and have limited capacity to diversify risk within the 
domestic economy. Moreover, most of them are highly vulnerable to natural 
disasters and commodity price volatility in international markets. The loss of 
some preferential trading arrangements has further exacerbated their 
vulnerabilities. Recognizing these difficulties, the Bank, together with 

the Commonwealth Secretariat, has undertaken to review the effectiveness 
of existing instruments within multilateral development and trade institutions 
and processes and to identify policies, tools and/or approaches that would 
help these countries meet the challenges of globalization. This work is 
scheduled to be presented to ministers at the spring 2000 Development 
Committee meeting. 


Of the 175 developing countries worldwide, 42 are small states. Since 
Canada represents 11 Caribbean small states at the World Bank, it has 

and will continue to work with its Caribbean partners to ensure that the 
special characteristics and challenges of small states are properly articulated 
and addressed. Canada has worked hard to ensure that the views, 
experiences and expertise of the small states themselves are included in 

the policy development process. 


D) World Bank and International Trade 


In anticipation of a next round of WTO negotiations, in FY 1999 the 
Bank intensified its work in Supporting the poor countries to effectively 
participate in trade negotiations. Several capacity-building projects were 
launched during the year to help these countries implement their 
commitments to earlier trade rounds and build domestic expertise to 
participate in future negotiations. 


The WTO 2000 Capacity Building Project, a three-year research and capacity- 
building initiative, was launched in January 1999 to help developing countries 
participate more effectively in the next round of WTO negotiations. Another 
capacity-building project was introduced during the year to specifically assist 
developing countries in the negotiations on agriculture. Both these projects 
are carried out in close collaboration with the WTO and various other 
institutions, and they receive support from a variety of donors. 


The Bank also intensified its efforts within the integrated framework (IF), where 
six core organizations are working together with the least developed countries 
(LDCs) to co-ordinate their trade assistance programs. The main objective of 
the IF is to ensure that trade-related technical assistance is demand-driven 
and meets the needs identified by the LDCs. As part of the IF, about 40 LDCs 
are currently carrying out comprehensive needs assessments. By working 
closely with all involved parties, the IF seeks to increase the efficiency and 
effectiveness of the delivery of trade-related technical assistance. 
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During FY 1999, the Bank also convened a task force to explore possibilities 
to minimize the risks faced by commodity-exporting developing countries due 
to price fluctuations in the world markets. 


E) Culture and Development 


The Bank formalized its operational policy in FY 1999 to recognize the integral 
role of culture in sustainable development. The Bank is paying special 
attention to preventing investments supported by the Bank from harming 
cultural heritage sites and respecting the importance of indigenous cultures. 
During the year, the Bank developed close to 30 projects that combined 
sustainable development goals and promotion of cultural heritage. 


F) Rural and Urban Services 


Rural and urban sectors received 30 per cent of total Bank lending in 

FY 1999. Rural development is critical in pursuing the Bank’s poverty 
reduction objective, since three quarters of poor people in developing 
countries live in rural areas. The Bank’s work in rural development is wide- 
ranging and includes sustainable natural resource management, irrigation, 
river basin management, rural finance and agricultural research and extension 
work. With regard to the latter, the Bank works with the Consultative Group 
on International Agricultural Research, which brings together a network of 

16 international agricultural research centres to mobilize the best agricultural 
knowledge to the developing countries. 


Urbanization is another development issue that is becoming increasingly 
prominent. It is predicted that within a generation, the number of urban 
dwellers, the majority of them poor, will increase by 2.5 billion in the 
developing countries. Unless addressed quickly, urban poverty is poised to 
become a global crisis. This is the main message conveyed in the Bank’s 
urban and local government strategy that was introduced in FY 1999. The 
urban strategy, which will guide the Bank’s work in this context is focused 
on four areas of action: increasing services to the urban poor, encouraging 
city-owned development strategies, assisting capacity building in local 
governments, and strengthening national urban development strategies. 
Reflecting this shift in priorities, the Bank in FY 1999 lent US$706 million in 
support of urban development projects. 


In December 1999, the Bank co-launched (with the UN Centre for Human 
Settlements/HABITAT and under the patronage of Nelson Mandela) the 

Cities Alliance initiative to promote city development strategies and upgrading 
of slums. Canada, through the Canadian International Development Agency 
(CIDA), has joined the Cities Alliance coalition and will contribute $800,000 to 
this initiative in 2000-01. 
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International Development Association 


IDA is the World Bank Group’s concessional lending window. It provides long- 
term loans at zero interest to the poorest of the developing countries in its 
mission to reduce their poverty and improve their quality of life. IDA does this 
by supporting projects that improve their living standards and by promoting 
equitable access to the benefits of economic development. IDA focuses on: 


e results — to get the biggest development return from scarce aid resources; 


e sustainability — to achieve an enduring development impact within an 
environmentally sustainable framework; and 


¢ equity — to remove barriers and open up opportunities for the 
disadvantaged. 


IDA is funded largely by contributions from the governments of the richer member 
countries and is replenished every three years. The Twelfth Replenishment 
(IDA 12), which was agreed to in November 1998, will finance projects over 
the three-year period that began in July 1999. Funding for this replenishment 
will allow IDA to lend about $20.5 billion over the period. 


IDA resource allocations are based on each recipient country’s policy 
performance. For this purpose, the Bank has developed a rating system 
based on 20 indicators that reflect performance in three broad policy areas: 
sustainable growth and poverty reduction, reduction of inequalities, 

and governance/public sector management. 


IDA Priorities 


Poverty reduction is the cornerstone of IDA’s development efforts. Sound 
macroeconomic and structural policies, institutional reforms and good 
governance are essential to achieving a sustainable decline in poverty. In 
recent years, IDA has devoted significant resources to improving the quality 
and effectiveness of its assistance efforts. The participation of governments, 
non-governmental organizations (NGOs) and civil Society is crucial. The 
degree of borrower ownership and the level of participation by NGOs and 
civil society have increased substantially through the course of IDA 
replenishments. 


IDA focuses its work on areas shown to have a significant development 
impact. For example, work is under way to improve IDA’s track record in 
assisting borrowing countries to formulate and implement poverty reduction 
strategies that adequately incorporate gender. As well, in recognition of the 
fact that weak governance, including corruption, can constrain development, 
IDA has incorporated governance considerations in its work. 


Lending for social services has been a focal point of the World Bank's — 

and particularly IDA’s — poverty reduction efforts in recent years. IDA places 
particular emphasis on lending targeted directly at the poor under the 
Program of Targeted Interventions (PTI). For example, a PT! project in Algeria 
provides affordable housing and land titles to about 50,000 households in 
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low-income areas, including urban slums. The project will also offer basic 
infrastructure services, including roads, safe drinking water, sewage, drainage 
and electricity. Over the 1996-99 period, PTI lending has consistently 
accounted for more than 50 per cent of IDA’s investment lending. 


Table 3 
IDA Lending for the Program of Targeted Interventions 
Fiscal Years 1997-99 


1997 1998 1999 
IDA PTI lending (in US$ millions) 1,874 S207 3,070 
As % of IDA investment lending 53 54 65 
As % of all IDA lending 4 44 45 
Number of IDA PTI projects of 59 71 


An important result of the IDA 12 replenishment process was the conclusion 
that these new resources would be directed to countries that have good 
policies. IDA 12 resources focus on four key areas: 


e Investing in people — Investments in basic social services, including 
primary education and health care, clean water and sanitation, nutrition 
and social protection. This funding will address such needs as ensuring 
that children who are forced to work to help support their families do not 
have to sacrifice opportunities to learn. Social sector lending will remain 
around 40 per cent of investment lending during IDA 12. 


e Promoting broad-based growth — Development experience shows 
clearly that sustainable, broad-based economic growth is essential for 
poverty reduction. IDA therefore supports policy changes and projects that 
encourage the role and growth of the private sector, including local small 
businesses, micro-enterprises and small holding farms. 


¢ Supporting good governance — Good governance is critical to 
sustainable, broad-based economic development and improvements in 
human well-being. As discussed above, IDA has strengthened its analytical 
framework to assess the quality of overall policy performance in recipient 
countries; the resultant standards will be applied in the allocation of 
IDA 12 resources. 


e Protecting the environment — IDA will support strategies that promote 
environmentally sustainable development since the effects of poverty and 
environmental damage are often mutually reinforcing. 
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IDA Success Stories 


m= The China Basic Education in Poor and Minority Areas project benefits 
approximately 5 million children. The project supports activities for girls to 
earn money for school fees, provides free textbooks to 55,000 poor girls, 
strengthens girls’ lower-secondary schools in religious minority areas, and 
trains female principals. 


m In Senegal, the coverage and quality of family planning services in the public 
and private sectors have been considerably enhanced. Over 1,000 nurses 
were trained to manage rural health posts. 


mw The Arsenic Mitigation Water Supply project in Bangladesh is helping to stop 
contamination that is estimated to be affecting at least 15 per cent of the 
population. 


m In Benin, forestry management plans have been designed and implemented 
for 268,000 hectares of forest and involving 320,000 people within or around 
the forests. 


mw With the help of an IDA-supported transport rehabilitation project, 984 km 
of roads were repaired in Georgia, significantly reducing travel times. Broad- 
based road maintenance is reaching most of the country. 


IDA also recognizes that a special effort is needed in Africa — a region 

that continues to present a particularly difficult develooment challenge. 
Many African countries are now pursuing sound policies and experiencing 
greatly improved growth rates, opening a window of opportunity to improve 
the lives of their poorest citizens. Yet investment levels in these Countries 
are too low to sustain this growth. Sustaining and building on the efforts of 
African governments will require substantial support from the international 
community, including both the private and public sectors. To support African 
countries that are committed to poverty reduction, economic reform and 
sustainable, broad-based growth, IDA intends to increase Africa’s share of 
IDA resources to up to 50 per cent of IDA 12 resources, as long as the 
performance of individual countries warrants it. 
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Canada’s Priorities at the World Bank 


A) Developmental Priorities 


Poverty Reduction: Despite considerable progress over the past two 
decades in improving living standards worldwide, over 3 billion people remain 
in poverty. The financial crisis of the emerging markets has eroded some of 
the progress achieved, with millions of people thrown back into poverty over 
the past three years. 


Canada has long been a key player in international efforts to assist the 
poorest and strongly supports poverty reduction as the overarching 

objective of the World Bank. As such, Canada endorses the CDF under 
which the Bank promotes broad-based poverty reduction strategies in 
developing countries. The Bank has increasingly recognized that poverty 
reduction cannot be addressed in isolation. Private sector development, good 
governance and environmentally sustainable policies are just a few of the 
factors that need to be considered in designing strategies to help improve 
the living standards of the poor in member countries. 


Canada’s Voting Record 


World Bank Executive Board decisions are usually taken on a consensus 
basis, without recourse to a formal vote. On occasion, however, individual 
Executive Directors have been unable to join the Board consensus for 
various reasons. In 1999, the Canadian Executive Director did not join the 
Board consensus on 10 occasions. 


m In January 1999, Canada abstained on the US$350-million single-tranched 
Structural Adjustment Loan for Pakistan, given a preference for disburse- 
ment of this facility in two separate tranches in order to make the loan’s 
economic policy conditionality more effective. Despite the sanctions against 
Pakistan, the Board approved this loan on an exceptional basis, consider- 
ing Pakistan’s financial problems. 


m In May 1999, Canada abstained on a US$7.5-million credit for a cultural 
heritage project in Azerbaijan since the project was not well integrated into 
the country’s larger social development agenda. 


m In July 1999, Canada abstained on a US$60-million IBRD loan and a 
US$100-million IDA credit to China for a poverty reduction project in the 
western province of Qinghai since adequate environmental assessments 
were not undertaken beforehand. 


m In 1999, Canada opposed three loans to India and abstained on 
four because they were seen as inconsistent with multilateral sanctions on 
India which limit Bank financing to projects that support basic human needs. 
Altogether, these loans amounted to US$250 million, including a 
US$210-million IBRD loan for an energy sector restructuring project, and a 
US$30-million IFC investment in a coal mining project. 
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Poverty assessments continued to provide valuable Support for the Bank’s 
poverty reduction efforts last year. The Bank has completed 113 poverty 
assessments, covering approximately 90 per cent of the world’s poor. 
However, the quality of poverty data is uneven. To address this problem and 
to help improve the effectiveness of its poverty reduction work, in 1998 the 
World Bank shifted the direction of its poverty work in two ways: 


e by changing the focus of Country Assistance Strategies, which set out 
the Bank’s key operational priorities in individual countries, from an 
analysis of the nature of poverty to the formulation of strategies designed 
to reduce poverty; and 


e by emphasizing the broader impacts of Bank projects and policies on 
the poor, rather than focusing strictly on the quantity and value of poverty- 
targeted projects. 


The Bank has also increased the prominence of social sector issues in 
macroeconomic stabilization programs. Good macroeconomic policy is 

key to boosting growth and thereby reducing poverty. At the same time, 
adequate attention to social issues is key to the success of macroeconomic 
Stabilization and sustainable development goals. 


To further ensure that poverty reduction remains at the heart of the Bank’s 
operations, the Poverty Reduction and Economic Management Network 
(PREM) was established in 1997. The PREM, which is charged with 
developing an overall approach to poverty evaluation, advises Bank country 
teams on the poverty reduction impacts of emerging policies, programs and 
individual projects. 


Gender Issues: World Bank lending in almost all sectors includes activities 
that specifically benefit women. In FY 1999, the Bank took steps to integrate 
gender issues into Country Assistance Strategies. In Bangladesh and 
Senegal, gender issues in health and education were incorporated in the 
Country Assistance Strategies. In general, the Bank-funded projects in 
agriculture, education, health and infrastructure take particular care to 
incorporate gender analyses and actions. CIDA is currently working closely 
with the World Bank to improve the latter’s capacity in gender equity. Several 
consultations have been held on this issue in the past year. Also, $150,000 of 
a $1-million grant made by CIDA in FY 1999 to the World Bank Institute has 
been earmarked for gender equity. 


Private Sector Development: Canada has encouraged the increasingly 
co-ordinated approach to private sector development that has grown within 
the Bank Group over the past two years. It is now recognized that the private 
sector has an important role to play in addressing virtually all development 
challenges, from protecting the environment to assisting in privatization in 
transition economies. In response, business innovation programs are now 
under way in all of the Bank’s regional offices. The private sector development 
strategy of the Bank seeks to encourage private provisioning of infrastructure 
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facilities. In FY 1999, the Bank used a wide range of instruments for this task — 
adjustment lending, technical assistance, investment lending, guarantees and 
adaptable program lending. Altogether, some 16 per cent of FY 1999 total 
lending was earmarked for supporting private sector projects in transport, 
water and sanitation, urban development and communications. 


In a shift of emphasis that reflects the growing importance of private capital 
and investment to developing countries, the World Bank Group has 
restructured to better align and expand its work related to the private sector. 
The reorganization, which took effect on January 1, 2000, strengthened the 
link between the World Bank Group’s public sector work and its private sector 
development work done through the IFC. The reorganization includes both a 
new structure within the Bank Group and a new approach to creating a 
favourable business environment and helping finance small and medium-sized 
enterprises. A new combined unit has been given the mandate to co-ordinate 
Bank Group activities to disseminate the knowledge that will encourage 
creation of local intermediaries to help capitalize local financial institutions, 
and train the latter in the business of financing small and medium-sized 
enterprises. The new unit, in combination with increased IFC investments 

in local intermediaries that finance small businesses, reflect a significantly 
higher priority for this sector within the Bank Group. 


The Bank also uses guarantees to expand developing countries’ access to 
international and domestic capital markets. Complementing products offered 
by the IFC and MIGA, the Bank provides partial risk and partial credit 
guarantees for private investment in priority projects. One of the guarantee 
projects approved last year covered the first bond issue of Thailand’s Electricity 
Generating Authority. The issue, the first emerging market credit since the 
collapse of the Russian economy in August 1998, received achievement 
awards from Finance Asia and Euro Week. FY 1999 also saw IDA getting 
involved in a partial risk guarantee project for the first time, to secure financing 
for a power project in Cdte d’lvoire that will export electricity to neighbouring 
countries. Also in FY 1999, the Bank introduced policy-based guarantees that 
would allow the Bank to participate in co-guarantee arrangements with other 
multilateral and bilateral organizations. The first application of this instrument 
was in Argentina. The country’s US$1.5-billion sovereign bond issue, which 
came to market in October 1999, was supported by a US$250-million policy- 
based guarantée by the World Bank. The issue won the prestigious 
International Financial Review’s 1999 awards for Sovereign Bond and Latin 
American Bond of the Year. The bond was also named one of the “Deals of the 
Year” by Institutional Investor magazine, and won the /nvestment Dealers’ 
Digest award for Emerging Markets Bond of the Year. 


In February 2000, the IFC marked its entry into the information network. 

It announced an investment of US$200 million in a venture in partnership 
with Japan’s SOFTBANK to spawn start-up Internet companies in some 
100 developing countries. It is expected that this initiative will encourage 
other Internet enterprises to follow with their own investments and initiatives 
to establish technology and information centres all around the world. 
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Another example of the private sector's role in development is the growing 
impact of micro-credit operations (relatively small loans made to the poor 
by grassroots organizations such as the Grameen Bank in Bangladesh). 
With a small investment, these organizations have been successful in 
improving the living conditions of the poor, particularly women, in developing 
countries. Evidence from these operations is compelling; it shows that the 
poor can be very good entrepreneurs as well as very good credit risks. 


The Consultative Group to Assist the Poorest (CGAP), which includes the 
World Bank, Canada and 26 other multilateral and bilateral donors, was 
established in 1995 to support the development and expansion of sustainable 
institutions that provide micro-financing services to the poor. CGAP has now 
entered its second stage of operations. 


During the initial phase (1995-98), CGAP provided US$26 million in grants 
to support micro-finance operations, as well as technical assistance for 
financial management training and the development of “best practices 


Micro-Credit: The Consultative Group 
to Assist the Poorest 


In its FY 1999, the Consultative Group to Assist the Poorest (CGAP) made 
13 new investments in micro-finance institutions and special programs, 
including a new CGAP-France-Africa Capacity Building Program based in 
Senegal; a technical support project in West Africa involving Développement 
international Desjardins; and an experiment in market-based supervision with 
the Credit Unions of Guatemala. CGAP also funds the development of much 
needed practical tools and standards for the micro-finance sector. 


For CGAP’s second phase, donors have adopted the following strategies: 
m to support micro-finance institutional development through the creation of 
tools and the delivery of capacity-building activities; 


m to support changes in the practices of CGAP members, especially as they 
relate to the management of micro-finance portfolios; 


m to increase the understanding of the impact of micro-financing on poverty 
reduction; 


m to improve the legal and regulatory framework for micro-finance; and 
m= to facilitate the commercialization of the micro-finance sector. 


Through this work, CGAP seeks to strengthen the ability of micro-finance 
organizations with a proven track record and to provide assistance to the 
poor. The World Bank has contributed US$30 million to the first phase 
of the facility and has agreed to provide a further US$7 million for the first 
year of the second phase until a multi-year commitment is put into place. 
CGAP bilateral donors have also agreed to provide US$4 million in additional 
contributions in 1999. 
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policies” for micro-finance providers. CGAP members/donors are responsible 
for the maintenance of a core fund to support micro-finance programs in 

the developing world. The Canadian government approved a $1.5-million, 
three-year agreement between CIDA and CGAP, which started in 1999. 


Good Governance and Corruption: The Bank continues to emphasize 
the critical importance of good governance and making strides in addressing 
the issue of governance. As mentioned above, governance issues feature 
prominently in Bank-supported adjustment programs. In addition to 
encouraging more effective management of borrowing member public 
expenditures and more participatory and open approaches in decision 
making, the Bank incorporates anti-corruption measures into its own 
procedures. The Bank recently amended its procurement guidelines to 
strengthen the procedures for disqualifying bidders, temporarily or 
permanently, from future Bank-financed projects if it finds evidence of fraud 
or corruption. During the year, the Bank publicly named several firms that 
were found to be involved in fraudulent activities. 


Canada has been particularly outspoken and concerned about unproductive 
expenditures, particularly excessive military expenditures. Canada has spoken 
strongly at the Bank to highlight the need to be tough on countries which 
increase defence spending while receiving international assistance. At a time 
of scarce donor resources, the Bank’s clients can ill afford to waste resources 
on unproductive spending. Recognizing this problem, the Bank is reviewing 
its current guidelines by surveying the policies and program approaches of 
the bilateral donors and other multilateral donors. Among other things, the 
Bank is requesting better information from borrowers on military-related 
aggregate expenditures to aid in its public expenditure reviews. In order to 
enhance the overall transparency and accountability of public sector activities, 
the Bank, in co-operation with the IMF, Supports measures to strengthen public 
expenditure management systems in borrower countries. A number of 
countries are seeking Bank assistance in the conversion of military-run 
industries (China, South Africa and Hungary), while others, including Angola, 
Rwanda and Cambodia, have asked for help with demobilization and 
demilitarization. 


IDA allocations are increasingly based on a borrowing government’s efforts to 
reduce unproductive expenditures. 


The World Bank Institute (WBI)® is an important delivery instrument for training 
on governance and anti-corruption issues. Through its public sector reform 
program, the WBI helps building and implementing anti-corruption strategies 
for those who directly seek Bank support in this area. The demand has been 
growing rapidly, with the Bank receiving over 30 requests. The WBI has 
helped countries such as Bolivia, Chile, Ethiopia, Nicaragua, Uganda and 


° In March 1999, to improve the efficiency of the Bank’s education and training programs, 
the Economic Development Institute was merged with the Bank’s Learning and Leadership 
Centre, with the new institute working under the name of World Bank Institute. 
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Ukraine to undertake in-depth analyses of institutional and policy weaknesses 
behind corrupt practices and, with broader participation of civil society 
groups, to design strategies to combat corruption. On the governance front, 
the WBI has established close working relations with other international 
organizations such as Transparency International and the Parliamentary 
Centre of Canada. 


Environmentally Sustainable Development: The Canadian government, 
alongside Canadian NGOs, has long been a vocal advocate of the need for 
the Bank to better integrate environmental considerations into its operations 
and has been a keen supporter of the Bank’s recent efforts. The 
establishment of the Environmental Sustainable Development vice-presidency 
in 1993 has been instrumental in supporting this objective. In FY 1999, the 
Bank approved US$540 million of loans in support of 11 stand-alone 
environmental projects. In addition, the Bank approved US$690 million for 

17 agricultural, water and urban development projects which have a strong 
environmental focus. Over and above the Bank’s portfolio of environmental 
projects, the Bank requires that every project it supports be environmentally 
sustainable. Environmental assessments, which are discussed with the public, 
are designed to test the environmental sustainability of each Bank project. 

In FY 1999, the Bank also took measures to expand the environmental 
assessments from project to sector level. This means that in the future broad 
sector strategies in agriculture and urban development, for example, will be 
reviewed in terms of their environmental impacts. 


Cumulative active environmental projects since 1986 (including investments 
to reduce pollution, protect ecosystems and build environmental management 
capacity) levelled off in FY 1999 at US$11.1 billion, after several years of 
sharp increases. This levelling off reflected the completion of several earlier 
environmental projects. 


Of particular note is the increasing work undertaken by the Bank in 
co-operation with other shareholders in the area of climate change. It is 

now recognized that collective global action is required to find solutions to 
this problem, and the Bank has stepped up its efforts to provide assistance 
to its borrowing member countries in helping to reduce “greenhouse gases.” 
In FY 1999, the Bank’s Ozone Projects Trust Fund (established under the 
Multilateral Fund of the Montreal Protocol, or MFMP) approved a 
US$150-million proposal (disbursed over 11 years, starting with US$20 million 
in 1999) to reduce and close all chlorofluorocarbon (CFC) production facilities 
in China — one of the most important milestones in the history of the Montreal 
Protocol and its Fund. The project will eliminate CFC production of about 
45,000 tons over 11 years. This amount represents about 60 per cent of the 
CFC production in developing countries, or about 45 per cent of the global 
production. In addition, during the year, the MFMP approved similar projects in 
Argentina, Colombia, India, Indonesia, Jordan, Pakistan, Thailand and Turkey. 
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With these new approvals the total disbursements for projects related to 
reducing greenhouse gases in FY 1999 are about US$60.8 million 
(approximately US$14 million over its target). Cumulative World Bank 
approvals in the area as of the end of 1999 now equal US$351.68 million. 


The Bank has also been active in developing a commercial framework for 
carbon emissions trading under the Conference of the Parties on Climate 
Change process. The Bank launched a Prototype Carbon Fund in 
January 2000. 


World Bank Launches the Prototype Carbon Fund 


In January 2000, the World Bank launched the Prototype Carbon Fund 
(PCF), established with contributions from governments and private 
companies. The PCF is the world’s first commercial carbon emissions trading 
instrument. In its 2000 budget, the Government of Canada made available to 
the PCF up to $20 million. The PCF will invest in cleaner technologies in 
developing countries and transition economies, thus reducing their 
greenhouse gas emissions. These emissions reductions will then be 
transferred to the Fund’s contributors in the form of emissions reduction 
certificates. All parties will gain: 


= poor countries will gain access to climate-friendly technologies as well as 
earning revenue from selling emissions reductions; 


= contributors will receive low-cost emissions reductions to help them meet 
their commitments arising from the Kyoto Protocol; and 


= the environment will benefit because the PCF provides poor countries with 
funds to switch to cleaner and more efficient technologies. 


Starting in April 2000, the Bank plans to invest the Fund’s capital in projects 
that promote renewable energy technologies — such as wind, small-hydro 
and bio-mass energy technology — that would not be profitable without 
revenue from emissions reductions sold to the PCF. Some 20 developing 
countries have already shown interest in undertaking PCF projects. 


In addition, the Bank continued with its traditional work as a Global 
Environment Facility (GEF) implementing agency. As of June 30, 1999, the 
value of allocations to the GEF portfolio implemented by the World Bank 
Group had risen to over $1.06 billion. The portfolio, working in over 

80 countries, is composed of 124 projects, plus 18 “enabling activity” grants 
to assist countries to fulfill certain stock-taking and reporting obligations under 
the Biodiversity Convention. During the course of the year, the GEF Council 
approved a work plan that included 28 regular GEF investment projects. 

The Board approved 13 new operations for over US$136 million. 
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B) Transparency and Accountability 


Transparency and accountability are fundamental to ensuring the longer-term 
sustainability of the Bank Group’s operations. Canada has been a major 
proponent of increased openness at the Bank. The Bank has responded 

to concerns from shareholders by making public a growing number of 
documents on operations, both from the IBRD/IDA and from the IFC. 
Once-confidential Country Assistance Strategy documents are now made 
available to the public at the request of respective governments. 


Transparency also requires better consultation with beneficiaries. Canada 
and other donors have pushed the Bank and borrowing countries to find 
ways to improve consultations with local people — civil society and NGOs — 

in beneficiary countries, not only in the design and implementation of projects 
but also in the preparation of key policy documents, such as Country 
Assistance Strategies. To ensure that the Bank is accountable to its clients, 
Canada has been one of the major supporters of the work of the Inspection 
Panel. Canadian Jim MacNeill is the current Chair of the Panel. The World 
Bank was the first multilateral organization to establish an independent panel 
to consider outside complaints. Any group that may be affected by a Bank- 
supported project has the right to request that the Panel investigate whether 
the Bank has abided by its policies and procedures. Since its inception in 
1994, the Panel has received 20 formal requests for inspections. The Panel 
received three requests for inspections during FY 1999, and recommended 
one investigation in China. This was in regard to a controversial 
US$160-million poverty reduction project in China’s western provinces of 
Gansu and Qinghai and the Inner Mongolia Autonomous Region. Several 
Executive Directors, including Canada’s, who abstained from voting, 
expressed concerns about the environmental and social impacts of the project 
— particularly in the province of Qinghai. The project was approved on the 
condition that the Inspection Panel carry out a full investigation to recommend 
means of strengthening and improving the project. 


C) Improving World Bank Effectiveness 


Assessing Aid Effectiveness: In November 1998, the Bank’s Economics 
Department released a landmark study on the effectiveness of international 
development assistance. It concluded that foreign aid has been highly 
successful in reducing poverty in countries which practise Sound economic 
management and possess robust government institutions.© 


The study estimates that by providing an annual increase of US$10 billion in 
aid to good performers, an extra 25 million people would be lifted out of 
poverty. Moreover, every dollar of foreign aid provided to good performers 
can leverage an additional two dollars of investment as aid increases the 


6 Assessing Aid: What Works, What Doesn’t, and Why (World Bank, Policy Research 
Report Series, 1998). For the full report, see the World Bank Web site at 
http://www.worldbank.org/research/aid/aidtoc.htm| 


47 


SSSA Ay ee WC WW LW° © 3 "5 6_v_ ow .° o€ ©»Prnd;_ EAE ME yW v8 l Ul e"O@®@MQk 06 l§lll»l§E§l 


REPORT ON OPERATIONS UNDER THE 


| 
How to Access Information at the World Bank 


The World Bank’s Public Information Centre, which became operational in 
early 1994, provides a wide range of Bank documents, including: 


m project information documents; 


m project appraisal documents (after approval by the Board of Executive 
Directors); 


country economic and sector work documents and sectoral policy papers; 
the annual report and the World Development Report; 

the Monthly Operational Summary and International Business Opportunities; 
environmental data sheets, assessments, analyses and action plans; 
World Debt Tables; and 

operation evaluation department précis. 


The Bank’s InfoShop is located at 

1776 G Street N.W., Washington, DC 20433, U.S.A. 

Phone: (202) 458-5454 

Fax: (202) 522-1500 

E-mail address: pic@worldbank.org 

Additional up-to-date information is also available on the Internet at 
http://www.worldbank.org/html/pic/PIC.htm| 


confidence of the private sector and helps to build the public services that 
investors need. Conversely, the study confirmed that foreign assistance 
delivered to countries with poor governance and economic policy records 

is not particularly effective; significant foreign assistance has not led to 

any significant improvement in poverty reduction in these countries. Little 
evidence was found to substantiate the notion that an inadequate policy and 
institutional environment can be circumvented by targeting foreign assistance 
to specific activities (such as health and education). 


The Bank is increasingly moving towards rewarding good performers. IDA 
allocations are now based on a performance criterion. The impact is most 
evident in Bank lending to Africa. Also, in India, for the first time, the Bank is 
exercising greater selectivity by concentrating support to reforming states. 
This in turn has resulted in increased reform efforts in several states. In order 
to monitor country performances in a meaningful manner, the Bank is focusing 
on incorporating poverty-related outcome indicators to measure real results. 
The outcomes are poverty focused and include such indicators as child 
malnutrition, and child and maternal mortality. 


Ensuring the efficiency and effectiveness of the Bank’s operations has long 
been a key objective of Canada. But efficiency and effectiveness entail more 
than just reducing costs and saving money. They require selectivity in setting 
clear priorities and delivering services more efficiently. The Bank needs to 
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operate in those areas where its assistance is needed and where it has a 
clear comparative advantage. It needs to reconsider its role in areas where 
the private sector or other multilateral development banks may be better 
placed to provide assistance. 


In 1997, the Bank began to implement its three-year Strategic Compact, a plan 
for the comprehensive renewal of the World Bank. Under this plan, President 
James D. Wolfensohn pledged to transform the working culture of the Bank 
from one focusing on project development and approval to one which focuses 
on project implementation, quality and development effectiveness. The 
Strategic Compact has been underpinned by the Bank’s Cost Effectiveness 
Review, developed jointly with KPMG, which recommended significant changes 
to internal Bank procedures and staff levels. 


The Bank has come a long way towards meeting the goals of the Strategic 
Compact to provide higher quality service more efficiently. A significant shift of 
operational staff to the field has been undertaken to move the Bank closer to 
clients and make Bank assistance more effective. Currently, about 24 country 
directors operate from the field, compared with only 3 two years ago. Notable 
achievements have also been made in encouraging local-level ownership in 
projects and strategy formulation. For example, in preparing Indonesia’s 
Country Assistance Strategy, the Bank was engaged in intense discussions 
with civil society and other stakeholders for over 18 months on issues of 
corruption and governance. The discussions were fruitful and results 

were productive. 


In FY 1999, the Bank strengthened its efforts to improve development 
effectiveness through a renewed emphasis on the quality of its project 
portfolio. More vigilance was exercised at project preparation and supervision 
stages. The focus on results has been intensified. As a result, there is a 
significant improvement in the quality of the Bank project portfolio: 77 per cent 
of Bank projects had satisfactory outcomes, up from 65-70 per cent in 
1990-96; and in FY 1999 the Bank managed to prepare projects in half the 
time and at two thirds the cost of five years ago. 


D) Involving Civil Society and NGOs in Decision Making 


President Wolfensohn has been a major catalyst behind the Bank’s outreach 
program with civil society and NGOs; particular emphasis has been placed on 
the importance of expanding partnerships with outside groups. As a result, 
the level of NGO involvement in Bank-supported operations has continued to 
grow. Over 50 per cent of Bank projects across all major sectors included 
some form of NGO participation in FY 1999. Moreover, NGOs actively 
participated in Bank policy discussions: three quarters of Country Assistance 
Strategies prepared in FYs 1998 and 1999 included consultations with NGOs 
and civil society; NGOs provided valuable input to the policy deliberations at 
the Bank and the IMF on how to link HIPC debt relief to poverty reduction 
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goals. Two Canadian NGOs, the North-South Institute and the Halifax 
Initiative, were involved in the HIPC consultation process. NGO participation 
continued to progress in the face of the emerging market financial crisis. 
NGOs and representatives from civil society in the affected countries were 
brought together with Bank officials in Manila in 1999 to discuss and learn 
about the impact that the economic crisis has on the poor. 


One key venue for ongoing dialogue is the NGO-—World Bank Committee. 
Membership consists of senior Bank managers and 26 NGO leaders from 
around the world (15 from developing countries). Canada’s current 
representative on this committee is Mario Lavoie of the International 

NGO Co-operation Project. In 1999, this committee established a more 
decentralized structure by expanding into six regional working groups where 
region-specific issues and strategies for effective co-operation can best be 
identified and implemented. During the year, the group developed proposals 
to broaden NGO dialogue with the Bank. These included creating incentives 
for Bank staff to engage NGOs, establishing more transparent mechanisms 
of consultation, and making more efforts to involve stakeholders at early 
stages of policy and project development. 


Within Canada, NGOs have participated in a regular series of government 
meetings and conferences on such issues as multilateral debt, the environ- 
ment, IDA and Africa. This consultation has proven useful for advancing 
Canadian interests at the Bank. The Canadian government has benefited 
greatly from the expertise and advice offered by Canadian NGOs on a broad 
range of development issues. Through this collaborative process with 
government, the views of Canadian NGOs have helped shape Canada’s 
position in World Bank project and policy discussions. 


Managing Canada’s Interests at the World Bank 


Finance Minister Paul Martin, as Canada’s Governor at the World Bank, is 
responsible for the management of Canada’s interests at the Bank. Minister 
Martin exercises his influence through exchanges of views at the Development 
Committee and annual meetings, and through discussions with the President 
of the World Bank. For example, at the 1998 Annual Meetings, governors 
addressed the issue of how to help countries affected by the emerging market 
financial crisis, and discussed progress in helping the poorest countries with 
unsustainable debt burdens through the HIPC Initiative as well as how to 
improve co-operation between the Bank and the Fund. The Department 

of Finance consults closely with the Department of Foreign Affairs and 
International Trade and CIDA in formulating Canadian policies related to 

World Bank issues. Len Good, the President of CIDA, is Canada’s Alternate 
Governor for the World Bank. 
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The day-to-day handling of Canada’s diverse interests at the Bank 

is delegated by the Governor to the Executive Director, currently 

Terrie O’Leary, who was elected in October 1998. She represents Canada and 
12 other countries (Ireland and 11 Caribbean countries) at the Executive 
Board. Of 24 Executive Directors on the Board, 12 are from developing and 
transition countries and 12 from developed countries. 


The Bank's Executive Board formally approves all loans, credits, projects and 
World Bank policies, discusses Country Assistance Strategies and provides 
strategic advice to Bank management as appropriate. 


One of the important functions played by the Executive Director is her 
oversight of the Bank’s administration and spending through her membership 
on the Board of Directors’ Budget Committee. The Canadian Executive 
Director is one of eight Budget Committee members. The Budget Committee 
is responsible for reviewing the Bank’s administrative budget. In addition to its 
role in overseeing Bank administrative operations and spending, the Budget 
Committee deliberates extensively on the level of planned Bank financing 
operations. It also played an important role in the development of the Strategic 
Compact in 1997, which set out a comprehensive set of internal Bank reforms 
designed to improve efficiency. The Committee will continue to play an 
important role in monitoring progress on the implementation of the Strategic 
Compact. In June 1999, the Committee recommended to the Board the 
approval of the US$400-million administrative budget for FY 2000 to 
implement the works program for the final year of the Strategic Compact. 


Canada’s Office at the World Bank 


The Canadian Executive Director’s office continued in 1999 to support the 
activities of the World Trade Centre in Montreal and the Saskatchewan Trade 
Export Partnership, which organized commercial missions to the IFls in 
Washington to help Canadian businesses understand the IFls and identify 
business opportunities. During the past fiscal year, more than 500 business 
representatives have passed through the Executive Director’s office and many 
more were exposed to World Bank business opportunities by participating in 
conferences and workshops across Canada. 


The office also helped the WBI put in place the course on urban and city 
management held in Toronto from May 2-14, 1999. This event allowed 
Canada to showcase its expertise in this area. 


Organization of the Office 


The Executive Director is supported in her everyday duties by two Canadian 
advisors and two assistants. These officers are in constant communication 
with the Canadian government — not only with the Department of Finance, but 
also with CIDA and the Department of Foreign Affairs and International Trade. 
The Department of Finance co-ordinates Canada’s policy advice and channels 
it to the Executive Director, and through her to World Bank management. 
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Structure of the Executive Director’s Office 


Executive Director: Terrie O’Leary 

Canadian Advisor: Kathryn Hollifield 

Canadian Advisor: Francois Pagé 

Canadian Assistant: John Sinclair 

Canadian Assistant: Gilles René 

Phone/fax: (202) 458-0082/(202) 477-4155 
Address: MC-12-175, 1818 H St. N.W., 


Washington, DC 20433, U.S.A. 
toleary@worldbank.org 
jKarolczuk@worldbank.org 


Beyond the formal work of the Executive Board as outlined above, the office 
provides a valuable interface between the Bank and Canadian constituents — 
individuals, NGOs, federal and provincial agencies, associations, the 
academic community and parliamentarians, among others. 


One of the key roles of the office is to provide assistance to Canadians and 
Canadian businesses. Canada’s procurement advisors, along with the 
Canadian Embassy in Washington, assist in providing advice and information 
on how to do business with the Bank (details are provided below.) Another 
point of contact for Canadians is the Bank’s External Affairs Department 
(http :/Awww.worldbank.org/html/extdr/gen.htm). 


Canadian Procurement at the World Bank 


Canadian companies and consultants often provide supplies, equipment 

or services to projects financed through the World Bank. Canadian expertise 
in the power, environmental, engineering, human resources, health, 
education, telecommunications, financial and transportation sectors has 

led to procurement opportunities for Canadian firms on developing country 
projects around the globe. 


In FY 1999, many Canadian firms continued to benefit from Canada’s World 
Bank membership by accessing procurement opportunities under World Bank 
financed loans. In FY 1999, disbursements to Canadian companies for the 
supply of goods and services under Bank financed project loans reached 
US$106 million. In addition, the World Bank estimates that US$137 million 
was disbursed to Canadian companies for procurement under adjustment 
loans, bringing total FY 1999 Bank disbursements to Canadians businesses 
to US$243 million. 
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For the first time Canadian consulting firms ranked third among all supplying 
countries for consulting work through Bank financed projects, after the 
United States and the United Kingdom. More than US$50 million of contracts 
were given to Canadian firms for consulting services representing 7 per cent 
of total disbursements. Canadian contracts were spread across more than 
40 countries, with the highest volume undertaken in Benin, Burkina Faso, 
China, Croatia, Niger, Togo and Uganda. 


The transport sector offered many opportunities to companies such as 

SNC Lavalin Inc., Lea International, Tecsult International, Canarail and 

CPCS Transcom Ltd. Bombardier Inc. won a contract valued at over 

US$22 million for the supply of seaplanes to Croatia. Acres International Ltd., 
Berocan International and Agra System Ltd. won contracts in the energy 
sector. Some companies, such as Price Waterhouse, Gervais Gagnon & 
Associes, Régie Inc. and E. Farell Consulting, were active in the area of 
privatization and regulatory reform. 


The disbursements during FY 1999 bring cumulative disbursements to 
Canadian companies to US$3.6 billion. The Bank has also reviewed and 
approved new contracts in FY 1999 for Canadian firms for almost 
US$81 million, an increase over FY 1998 of 10 per cent. 


Trust Fund Activities 


A significant source of funds to facilitate increased Canadian participation in 
World Bank projects are the consultant trust funds supported by CIDA and 
administered by the World Bank. These are used to introduce new Canadian 
consultants to the Bank, as well as to encourage the Bank to undertake 
activities in areas of priority to Canada. In June 1995, CIDA concluded a new 
agreement with the World Bank, the Co-Financing, Technical Assistance and 
Consultant Trust Fund Framework Agreement, to govern all its trust fund 
arrangements with the Bank. Within the World Bank Group, CIDA currently 
finances trust funds at the World Bank at the IMF, the WBI as well as at the 
GEF — a facility hosted by the World Bank. These funds lead directly to 
contracts for Canadians in the feasibility, assessment and design of 
development projects. 


In January 1999, CIDA renewed for another five years its $1-million-per-year 
trust fund with the WBI. The trust fund enables the WBI to engage Canadian 
expertise in the preparation and delivery of its training programs around the 
world in countries eligible for Canadian Official Development Assistance. 
Through annual CIDA-WBI consultations, allocations are made to a number 
of WBI programs — usually five or six main programs — based on their fit 

with Canadian priorities and engagement of Canadian partners. In addition, 
CIDA’s Program of Assistance for Central and Eastern Europe made a direct 
contribution of $880,000 to a WBI program of seminars on social policy 
reform for decision makers in the former Soviet Union. 
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Following an evaluation of several of its trust funds conducted in the fall of 
1999, CIDA has initiated a redesign of most of its trust funds in consultation 
with other stakeholders such as the Department of Foreign Affairs and 
International Trade and the Department of Finance. As a result, a new 
Framework Agreement Arrangement with the World Bank will be put in place 
upon completion of this process. The new agreement will continue to support 
Canadian consultants involved in the identification, preparation and 
implementation of World Bank financed projects. CIDA and Environment 
Canada also negotiated the new Canadian Consultant Trust Fund for the 
Global Environment with the World Bank. For further information on these and 
other Canadian trust funds at the World Bank, contact Marie Stamp, 
Commercial Counsellor at the Canadian Embassy in Washington 

(phone (202) 682-7719; fax (202) 682-7789) and Francois Pagé, Advisor, at 
the Executive Director’s office (phone (202) 458-0082; fax (202) 477-4155). 


Canadian Success Stories 


Canadian companies continued to be beneficiaries of World Bank Group 
financing and capital mobilization efforts. A number of Canadian companies 
from key sectors have begun to work with the World Bank Group. For 
example, in FY 1999: 


m Envista Technologies from Sakatchewan won a bid for US$1.1 million 
to install an environmental information system for Bogota, Columbia, 
through a joint program of the United Nations and the World Bank; 


m Clifton Associates, also from Sakatchewan, were selected by the 
World Bank’s mining division to undertake specific environmental 
assessments of uranium tailings sites in the Kyrgyz Republic; and 


m the Association of Canadian Community Colleges, in co-operation with 
Human Resources Development Canada, won a contract of 
US$3 million to provide technical assistance to the National Agency 
for Employment and Vocational Training in Romania. 


International Finance Corporation 


The IFC is playing an increasingly important role in the World Bank Group’s 
private sector development activities. As a fast-growing entity within the 

Bank Group, it has also attracted the attention of Canadian companies and 
financial institutions that are interested in making direct investments in 
emerging markets. Given its private sector mandate and concerns for investor 
and client commercial confidentiality, the IFC does not report detailed 
procurement figures as do the IBRD and IDA. 
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One of the IFC's essential functions is to mobilize financing and expert advice 
in favour of private sector projects in emerging markets. The Corporation has 
been an excellent resource for Canadian financial institutions, as well as for 
Canadian firms whose technical expertise is particularly suitable for these 
markets. In March 1999, an IFC delegation attended the annual dinner of 
the Canadian Association of Petroleum Producers in Calgary. This brought 
senior IFC officials in close contact with leading Canadian oil and gas 
companies to highlight financing opportunities through the IFC. 


One of the most significant developments on the IFC front in the mid-1990s 
was the return of Canadian financial institutions (typically commercial banks) 
to the IFC loan syndication program. This important program helps to mobilize 
private financing for IFC projects and provides financial institutions with the 
opportunity to invest in emerging markets. By investing alongside the IFC, 
financial institutions participating in the syndication program gain access to 
potential new customers, attain a high yielding asset and, with the presence 
of the IFC as an investor in these projects, are provided a degree of political 
risk coverage. By the end of FY 1999, Canadian financial institutions 

had provided some US$363 million in co-financing for IFC projects. 


As with other international development institutions, the emerging market 
financial crisis has forced the IFC to make some major changes. Throughout 
the developing world, the demand for long-term private capital continues 

to outstrip supply. This is particularly the case as lenders pull out of risky 
markets. Even companies in countries once considered to have “graduated” 
from the IFC’s programs are again seeking help from the IFC and other 
multilateral institutions. These companies are looking for financial support but, 
more importantly, also seek technical Support to help them in their 
restructuring processes. 


A second challenge ahead for the IFC is to ensure that in the face of massive 
demand, they do not ignore the poorest countries, such as those in 
Sub-Saharan Africa. In today’s global environment, the IFC’s role in the 
poorest countries is more important than ever. The IFC, with the support 

of IDA, will work to build programs that can provide financial services for 
micro-enterprises as well as small and medium-sized enterprises, and 

that wil deepen financial infrastructure to mobilize and allocate domestic 
savings. The IFC will also work to develop physical infrastructure through new 
investments and privatization by mobilizing domestic and foreign capital. 


Learning About Opportunities 

Canadian firms, organizations and institutions that are interested in pursuing 
markets created by World Bank financed projects are urged to attend monthly 
business briefings held on the first Thursday of each month at Bank 
headquarters in Washington. 


55 


REPORT ON OPERATIONS UNDER THE 


Both the Canadian Embassy in Washington, through the Office for Liaison 
with International Financial Institutions, at (202) 682-7719, and the Canadian 
Executive Director’s Office at the World Bank, at (202) 458-0082, work to 
assist Canadian firms and consultants seeking to participate in World Bank 
financed projects. The range of opportunities is wide — a power project in 
China, an environmental assessment in Peru or a legal/judicial reform project 
in Russia are examples. These two offices also encourage Canadian 
companies to contact them if they are interested in competing for 
procurement contracts. 


Canada’s Financial Participation 


International Bank for Reconstruction and Development 


Canada’s share of the IBRD capital is approximately 3 per cent. A relatively 
small proportion of this capital contribution is required to be “paid-in” — 
about 6 per cent overall, but just 3 per cent in the last capital contribution. 
The remainder is “callable,” in the unlikely event that the IBRD needs it from 
member countries. Periodically, the IBRD replenishes its capital through 
general capital increases (GCIs). The IBRD’s latest such capital increase 
(GCI Ill) in 1988 was for US$76.5 billion. Canada was allocated 19,655 

new shares valued at US$2.37 billion. The paid-in portion of these shares is 
US$71.1 million. These shares were subscribed over a five-year period ending 
in 1993. As of June 30, 1999, Canada’s cumulative subscriptions to the 
IBRD’s capital stock totalled US$5.408 billion (44,795 shares), of which 
US$334.5 million has been paid-in. 


International Development Association 

In November 1998, donors agreed to a Twelfth Replenishment of IDA in the 
amount of US$20.5 billion. This will finance IDA’s lending program over 

the three-year period to June 30, 2002. 


Canada maintained the same share as in IDA 11 of 3.75 per cent of donor 
contributions at a total cost of C$607 million. To meet these obligations, 
Canada will issue three demand notes in 1999, 2000 and 2001. Each of 
these notes is then encashed over a six-year period. At the end of FY 1999, 
Canada’s cumulative contributions to IDA (Subscriptions and contributions) 
were the equivalent of US$4.222 billion. 
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International Finance Corporation 


The Government of Canada is a strong supporter of the technical assistance 
and advisory programs of the IFC, which provide over US$23 million in 
funding for these activities. In FY 1999, Canada contributed about 

US$0.5 million to the programs. Canada’s support has strengthened the 
IFC’s ability to extend its work program in countries with difficult business 
environments, to undertake important work on strengthening legal and 
regulatory infrastructure, and to help the countries to develop effective private 
sector financial market institutions. At the end of FY 1999, Canada’s 
cumulative contributions to the IFC amounted to US$81.346 million. 


Multilateral Investment Guarantee Agency 


MIGA was established in 1988 to encourage direct foreign investment in 
developing countries by protecting investors from certain non-commercial 
risks. MIGA operates on a commercial basis. 


On March 31, 1998, MIGA’s Board of Directors agreed on the framework 

for the GCI. The amount of the increase will be US$850 million, which will be 
divided into 78,559 shares of capital stock. Of this amount, 17.65 per cent will 
be paid-in and 82.35 per cent will be callable. The subscription period, over 
which the paid-in share will be provided, will be three years. 


Under the capital increase, Canada will receive an additional 2,260 shares, 
with a paid-in portion of US$4,315,990 and a callable portion of 

US$20, 137,210. Canada’s paid-in contribution to MIGA is non-budgetary; 
its share in MIGA will stay at 2.87 per cent. 


On February 12, 1999, MIGA announced a landmark increase from 
US$50 million to US$110 million in the amount of political risk coverage it 
may issue for foreign direct investments in a project and an increase from 
US$250 million to US$350 million in its country limit. This development will 
allow investors access to higher levels of risk insurance in MIGA’s 

127 countries of operations. 


Future Challenges 


The relative importance of the World Bank as financier to developing countries 
increases in times of financial stress. Total private capital flows to developing 
countries increased from US$44 billion in 1990 to over US$250 billion in 1997, 
but fell significantly following the emerging market financial crisis. Moreover, 
private capital flows to developing countries have never been evenly 
distributed. The major challenge for the future will therefore be for the Bank 

to find more creative ways of meeting the increasingly diverse needs of its 
clients, only some of which benefit from greater private capital. 
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The Bank will be a key player in international efforts to prevent future financial 
crises. Its operations in the areas of strengthening financial sectors, improving 
corporate governance and enhancing transparency and accountability of 
public sector activities are particularly important in putting together adequate 
institutional structures that may better withstand future crises. 


The Bank will face several other challenges in the coming year. As noted, 

the social costs in South East Asia and several other large emerging market 
economies recovering from financial crises will require increased resources 
and enhanced co-ordination with other international institutions and donors. 
At the same time, the Bank will need to look at more innovative ways to 
address the problems of the poorest countries, particularly those in 
Sub-Saharan Africa. President Wolfensohn’s proposed CDF and the ensuing 
PRSPs should help guide the Bank by providing improved tools for assessing 
development needs of the developing countries. The Bank’s efforts to remain 
flexible in its approach to development and encourage country ownership of 
Bank supported programs are steps in the right direction. 


Without careful attention to the unique needs of individual countries, 
the Bank will be unable to meet its objectives of improving the quality of 
its operations and strengthening its development impact. 


Last year the Bank saw an unprecedented increase in demand for financing; 
the world has not yet seen the resolution of the consequences — both 
economic and social — of the emerging market financial crisis. It is likely 

that the demand for Bank financing will remain high. However, with its 
responsibility to remain an active lender comes the equally important 
responsibility of ensuring that it has sufficient resources to handle the job. 
Thus establishing priorities and being selective remain key. In this context, 
ensuring the financial stability of the Bank as a development institution is 
also a continuing challenge. 
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JOINT ISSUES 


Overview 


The IMF and the World Bank are important institutions for Canada, 

each playing a unique role in the international economic and financial 
system. Nevertheless, there are key areas where the mandates of the 
two Bretton Woods institutions overlap, or where there is a requirement for 
close co-operation and co-ordination of activities. Indeed, at the Halifax 
Summit, G-7 leaders asked that efforts be made to increase co-operation 
and co-ordination between the IMF and the World Bank. The heads of 
both institutions have put considerable effort into fulfilling that objective. 
Two particular examples — the joint preparation of a proposed program 

of assistance for HIPCs and co-operation on addressing financial sector 
reform — are examined below. 


Strengthening Financial Sectors 


Problems in the financial sector, and especially the banking system, can 
disrupt to growth and macroeconomic stability and can spill over regionally 
and internationally, as highlighted by the emerging market financial crisis. 

In response to concerns about such problems, the IMF and World Bank are 
devoting increasing attention to financial sector issues. Discussions in both 
institutions in the past couple of years have focused on how they can assist 
member countries to establish and maintain sound financial systems. 


The special Financial Sector Liaison Committee has been established 
to enhance operational co-ordination on work in the financial sector in 
individual countries. 


In co-operation with the World Bank, the Fund is preparing Financial System 
Stability Assessments (FSSAs) for selected countries. These will help identify 
and assess vulnerabilities in financial systems, and help assess observance 
of core principles, standards and good practices by member countries. 


The FSSAs include a form of “peer review” in that they are prepared with the 
participation of outside experts drawn from national Supervisory agencies. 
This represents the operationalization of Canada’s peer review proposal 
made at the IMF meetings in April 1998. 


Canada was the first industrialized country to undergo an FSSA. IMF 
and World Bank staff members and outside specialists from Australia, 
Brazil, Germany, Sweden and the United States conducted a pilot 
review of Canada’s financial system in October 1999. The results of 
the peer review were released in the staff report for the 2000 Article IV 
consultation with Canada. Overall, the assessment found Canada’s 
financial system to be among the soundest in the world (see 
http://www.imf.org/external/pubs/cat/longres.cfm?sk&Sk=3420.0). 
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Multilateral Debt Relief 


At the Halifax Summit in June 1995, the G-7 countries urged the Bretton 
Woods institutions to develop a comprehensive approach to address the 
special problems of the poorest countries with large multilateral debt burdens. 
This was to be done through the flexible application of existing instruments 
and the creation of new mechanisms for debt relief. Just over a year later, 

at the 1996 annual meetings of the IMF and World Bank, the details of a 

new debt initiative for the HIPCs were endorsed by the membership of 

the two institutions. 


The primary goal of this HIPC Initiative is to ensure that HIPCs demonstrating 
a track record of sustained good policy performance are able to achieve 
overall external debt sustainability, strengthen their poverty reduction 
programs and permanently “exit” from future debt rescheduling exercises. 


Since its inception, debt relief under the original HIPC framework was agreed 
to for seven countries — Bolivia, Guyana, Burkina Faso, Cdte d’lvoire, Mali, 
Mozambique and Uganda -— totalling US$3.4 billion in present-value terms, or 
a reduction in nominal debt service of about US$6.8 billion. Uganda, Bolivia, 
Guyana and Mozambique completed the original HIPC process and received 
debt relief totalling nearly US$2.8 billion in present-value terms, and 

US$5.5 billion in debt service relief. Preliminary reviews for assistance were 
also completed for five other countries — Ethiopia, Guinea-Bissau, Mauritania, 
Nicaragua and Tanzania. Two countries — Benin and Senegal — were 
considered to have debt that was sustainable under the terms of the 

original framework. 


Two years into its implementation, the international community realized that 
the HIPC Initiative was not delivering its promise of debt sustainability and 
poverty reduction. Debt relief was too little, too late and available to too few 
countries. Canada, other donor countries and civil society called for a 
comprehensive review of the HIPC Initiative. In response, the IMF and 
World Bank launched a global consultative process beginning in 1999. 


During the first half of 1999, submissions for HIPC enhancements poured 
in from civil Society and governments, including six of the G-7 countries 
(including Canada). This consultative process was capped by the G-7 
enhanced Debt Initiative, which called for faster, deeper and broader debt 
relief and an enhanced focus on poverty reduction. At the KdIn Summit in 
June 1999, G-7 leaders collectively agreed on enhancements to the HIPC 
Debt Initiative, making poverty reduction and debt sustainability its overarching 
objectives. This initiative adopted many of Canada’s proposals, and the 
emphasis on poverty reduction reflects the core mandate of the Canadian 
development assistance program. The World Bank and IMF endorsed the 
new debt plan and introduced PRSPs as the main mechanism for ensuring 
that gains secured from debt relief are used to invest in social sectors, 
particularly in health and education. 
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To qualify for exceptional relief under the new framework, a country must be 
an IDA-only borrower and face an unsustainable debt situation after the full 
application of current debt relief mechanisms. The sustainability of the debt 
burden is determined on the basis of the ratio of debt-to-exports and debt-to- 
revenues (calculated in net present-value terms). A debt-to-exports ratio of 
150 per cent and a debt-to-revenues ratio of 250 per cent are judged to be 
the upper limit of debt sustainability for HIPCs, compared to a debt-to-exports 
target in the range of 200-250 per cent and a debt-to-revenues target of 

280 per cent under the original HIPC Initiative. 


According to the World Bank, these enhancements will more than double 
the amount of debt relief to over US$28 billion. Among the 40 HIPCs, 

36 countries are now expected to be eligible for enhanced debt relief, 
compared to 29 under the original HIPC framework. Debt relief will be faster 
since the multilateral creditors are agreeing, for the first time, to provide debt 
relief starting at the point of decision on a country’s eligibility for HIPC relief. 
In the first two months of 2000, the IMF and World Bank considered 
retroactive debt relief for Uganda and Bolivia, and Mauritania became the 
first “new case” to reach a decision point under the enhanced HIPC Initiative. 
Preliminary reviews for assistance under the enhanced HIPC Initiative 

have been completed for four other cases — Guinea, Honduras, Tanzania 
and Nicaragua. 


The new HIPC Initiative will further reduce debt service ratios and release 
considerable resources for social sector expenditures and other key priorities. 
For example, based on the experience of countries already treated under 

the original HIPC Initiative, the World Bank calculates that debt relief under the 
enhanced HIPC Initiative could potentially allow social spending to increase 
by a third. It should also be noted that the agreed cancellation of aid-related 
debts by the G-7 countries after HIPC debt relief would further release 
resources for key priorities. 


The new PRSPs will then serve as a tool to strengthen the linkages between 
debt relief and poverty reduction to ensure that the resources released from 
debt relief mean additional monies for social soending and poverty reduction 
programs. The PRSPs will be developed by the individual HIPC governments 
in consultation with the IFls and broad segments of civil Society, and will guide 
country assistance programs of both the IMF and the World Bank. The 
PRSPs, by putting the HIPCs in the driver’s seat, hold the promise of 
accelerating poverty reduction. 


Canada has been a strong supporter of reducing the unsustainable debt 

burdens of the poor countries. Bilateral assistance has been provided in 

three areas: 

e Canada has forgiven all Official Development Assistance debt from HIPCs, 
with the exception of Burma (Myanmar); this has amounted to $900 million 
since 1978; 
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e Canada helped to close the financing gap in the debt relief package for 
Mozambique; in March 1998, Canada pledged to contribute $8 million, 
despite having no loans outstanding to this country; and 


e in 1998, Canada also contributed about $32 million to the HIPC Trust Fund, 
of which $20 million has been earmarked to ensure the full participation of 
the African Development Bank; of the remainder, Canada used $1.5 million 
to provide debt relief for Guyana. The 2000 budget made available 
$175 million for additional grants to the trust funds at the IMF and World 
Bank to benefit the poorest countries, raising Canada’s total contributions 
to date to $215 million. 


In the fall of 1998, Canada became a leading voice in calling for HIPC reforms. 
On March 25, 1999, Prime Minister Jean Chrétien announced the Canadian 
proposals to enhance debt relief and, in so doing, Canada emerged as a 
leader among the G-7 on the debt issue. Moreover, Canada pledged to 
provide 100-per-cent debt relief to the poorest countries, namely Bangladesh, 
Honduras, Madagascar, Tanzania and possibly Zambia. In December 1999, 
Canada made good on its pledge and forgave debts owed by Bangladesh, a 
reforming least developed country. Other possible beneficiaries will be offered 
100-per-cent reduction once they have completed their HIPC program. 
Canada also pledged to consider five additional countries — Ethiopia, Rwanda, 
Liberia, Sudan and the Democratic Republic of Congo (formerly Zaire) — 

when their situation permits. The February 2000 budget expanded the 
100-per-cent debt forgiveness to all eligible HIPCs that are making a real 
effort to improve the well-being of their citizens. 
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Existing Mechanisms for Assisting 
Heavily Indebted Poor Countries 


World Bank Mechanisms 


Regular Lending — The World Bank makes IDA credits available on highly 
concessional terms. In general, these take the form of 40-year loans which 
carry no interest rate charges. 


Enhanced Access — Countries which are making special efforts to clear 
their arrears or undertake comprehensive debt workouts are given increased 
access to.relatively scarce IDA resources. 


The Fifth Dimension Facility — IDA-only countries which have incurred 
past market-rate borrowings from the IBRD also receive annual interest rate 
subsidies. In recent years, these have had the effect of reducing the interest 
rate on the earlier IBRD loans from an average of about 6 per cent to less 
than 1 per cent. 


IDA-Only Debt Reduction Facility — The IBRD provides grant financing 
(which carries no interest or principal) to eliminate up to 100 per cent of the 
debt which IDA-only countries owe to commercial banks. To date, this World 
Bank facility has extinguished almost US$3 billion of commercial-bank debt 
at no cost to these developing countries. 


International Monetary Fund Mechanisms 


Surveillance of Policies — In individual countries, the IMF provides advice 
which encourages the adoption of policies that provide a basis for sustained 
economic growth and price stability. More broadly, IMF surveillance of the 
global monetary system is aimed at promoting the balanced growth of world 
trade and an orderly and stable system of exchange rates. 


PRGF — The PRGF is the IMF’s major source of concessional financing for 
low-income countries which are undertaking major reform efforts in the 
context of a Fund program. In recognition of the special challenges of these 
countries, the PRGF provides loans which carry longer maturity periods and 
significantly lower interest rates than regular IMF arrangements. 


Technical Assistance — Both the IMF and World Bank provide substantial 
technical assistance to low-income countries to help strengthen their debt 
management policies. 
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ANNEX 1 
Active IMF Lending Arrangements — As of December 31, 1999 
Date of Expiration Amount Undrawn 
Member arrangement date approved balance 
(in SDR millions) 

Stand-By Arrangements - Total 39,897.68 V2; fA 4501 
Bosnia and 

Herzegovina May 29, 1998 April 28, 2000 rapes 24.24 
Brazil December 2, 1998 December 1,2001 10,419.84 2,500.69 
Cape Verde February 20, 1998 March 15, 2000 2.50 2.50 
El Salvador September 23, 1998 February 22, 2000 37.68 37.68 
Korea December 4, 1997 December 3, 2000 15,500.00 1,087.50 
Latvia December 10, 1999 April 9, 2001 33.00 33.00 
Mexico July 7, 1999 November 30, 2000 3,103.00 2,068.60 
Philippines April 1, 1998 March 31, 2000 1,020.79 475.13 
Romania August 5, 1999 March 31, 2000 400.00 347.00 
Russian Federation July 28, 1999 December 27, 2000 3,300.00 2,820.08 
Thailand August 20, 1997 June 19, 2000 2,900.00 400.00 
Turkey December 22,1999 December 21,2002 2,892.00 2,670.28 
Uruguay March 29, 1999 March 28, 2000 70.00 70.00 
Zimbabwe August 2, 1999 October 1, 2000 141.36 116.62 
Extended Fund Facility arrangements — Total 14,035.13 8,826.90 
Argentina February 4, 1998 February 3, 2001 2,080.00 2,080.00 
Azerbaijan December 20, 1996 Mars 19, 2000 58.50 5,26 
Bulgaria September 25, 1998 September 24, 2001 627.62 313,82 
Columbia December 20,1999 December 19, 2002 1,957.00 1,957:00 
Croatia March 12, 1997 March 11, 2000 353.16 3824.38 
Indonesia August 25, 1998 November 5, 2000 5,383.10 1,585.40 
Jordan April 15, 1999 April 14, 2002 AZhCS 106.56 
Kazakhstan December 13, 1999 December 12, 2002 829.10 829.10 
Moldova May 20, 1996 May 19, 2000 135.00 47.50 
Pakistan October 20, 1997 October 19, 2000 454.92 341.18 
Panama December 10, 1997 December 9, 2000 120.00 80.00 
Peru June 24, 1999 May 31, 2002 383.00 383.00 - 
Ukraine September 4, 1998 September 3, 2001 1,919.95 1,207.80 


Yemen, Republic of October 29, 1997 March 1, 2001 105.90 65.90 


BRETTON WOODS AND RELATED AGREEMENTS ACT — 1999 


ANNEX 1 


Active IMF Lending Arrangements — As of December 31, 1999 (cont’d) 


Member 


Poverty Reduction and Growth Facility arrangements - Total 


Albania 
Azerbaijan 
Benin 
Bolivia 
Burkina Faso 
Cambodia 
Cameroon 
Central African 
Republic 
Céte d’lvoire 
Djibouti 
Gambia 
Ghana 
Guinea 
Guyana 
Honduras 
Kyrgyz Republic 
Macedonia, FYR 
Madagascar 
Mali 
Mauritania 
Mongolia 
Mozambique 
Nicaragua 
Pakistan 
Rwanda 
Senegal 
Tajikistan 
Tanzania 
Uganda 
Yemen, Republic of 
Zambia 


Total 


Date of 
arrangement 


May 13, 1998 
December 20, 1996 
August 28, 1996 
September 18, 1998 
September 10, 1999 
October 22, 1999 
August 20, 1997 


July 20, 1998 
March 17, 1998 
October 18, 1999 
June 29, 1998 
May 3, 1999 
January 13, 1997 
July 15, 1998 
March 26, 1999 
June 26, 1998 
April 11, 1997 
November 27, 1996 
August 6, 1999 
July 21, 1999 

July 30, 1997 
June 28, 1999 
March 18, 1998 
October 20, 1997 
June 24, 1998 
April 20, 1998 
June 24, 1998 
November 8, 1996 
November 10, 1997 
October 29, 1997 
March 25, 1999 


Expiration Amount Undrawn 
date approved balance 

(in SDR millions) 
3,639.69 1,95/,27 
May 12, 2001 45.04 23.69 
January 24, 2000 93.60 di kre) 
January 7, 2000 PAG te, 10.87 
September 17, 2001 100.96 Oriol 
September 9, 2002 39.12 33.53 
October 21, 2002 58,50 50,14 
August 19, 2000 T6212 36.03 
July 19, 2001 49.44 32.96 
March 16, 2001 285.84 161.98 
October 17, 2002 19.08 16,36 
June 28, 2001 20.61 13.74 
May 2, 2002 155.00 110.70 
January 12, 2000 70.80 1oero 
July 14, 2001 53.76 35.84 
March 25, 2002 156:75 80,75 
June 25, 2001 13,50 43.00 
April 10, 2000 54.56 Liao 
July 27, 2000 81.36 40.68 
August 5, 2002 46,65 39.90 
July 20, 2002 42.49 36.42 
July 29, 2000 33.39 21.89 
June 27, 2002 58,80 50.40 
March 17, 2001 148.96 53.82 
October 19, 2000 682.38 417.01 
June 23, 2001 71.40 38.08 
April 19, 2001 107.01 oT mers 
June 23, 2001 100.30 53,34 
February 7, 2000 181.59 O 
November 9, 2000 100.43 17.85 
October 28, 2000 264.75 114.75 
March 24, 2002 254,45 244.45 

57,572.50 


23,495.98 
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ANNEX 2 


IBRD Loans and IDA Credits - 
Fiscal Year 1999 (July 1, 1998 — June 30, 1999) 


IBRD IDA Total 
Amount Amount No. Amount 


(in millions of US dollars) 


By area 

Africa 5.0 2,063.5 oF 2,068.5 
East Asia and Pacific 8,754.8 1,010.4 Lae) oA clow4 
South Asia 750.0 1,812.0 18 2,562.0 
Europe and Central Asia 4,350.3 935.7 74 5,286.0 
Latin America and the Caribbean FASO 603.6 51 1,106.8 
Middle East and North Africa 1,189.0 386.5 22 Lich uo 
Total 22,182.3 6,811.8 276 28,994.1 
By purpose 

Agriculture Li7BGL 1,020.1 2,807.8 
Education 804.4 539.8 1,344.3 
Electric power and other energy 340.0 100.0 440.0 
Environment S140 228.3 539.3 
Finance 2,574.9 301.5 2,876.4 
Industry 590.0 87.0 O70 
Mining 300.0 150 Shoe 
Multisector S.Stt 1,457.9 10,269.6 
Oil and gas — a Wes" Wied 
Population, health and nutrition co 592.5 LAG 
Public sector management 1,042.1 387.8 1,430.0 
Social sector PAP ERS) 442.7 2,678.6 
Telecommunications - 10.8 10.8 
Transportation 2,040.5 981.3 3,021.8 
Urban development 319.0 386.6 706.5 
Water supply and sanitation 509.8 242.9 Goa. 


Total 22,182.3 6,811.8 28,994.1 


BRETTON WOODS AND RELATED AGREEMENTS ACT — 1999 


ANNEX 3 
IBRD Loans and IDA Credits to Developing Countries 
IBRD IDA Total 
No. Amount No. Amount No. Amount 


(in millions of US dollars) 


By fiscal year! 


Cumulative to 1968 549 11,418.1 116 15633 eS 665 13,249.9 
Total 1969-1973 374 8,917.8 273 3,931.6 647 12,849.4 
Total 1974-1978 666 24,372.3 376 7,947.4 1,042 32,319.7 
Total 1979-1983 714 44,908.0 518 16,868.1 1,229 61,276.1 
1983-1984 es 11,947.2 106 3,575.0 235 15,522.2 
1984-1985 131 11,356.3 105 3,028.1 236 14,384.4 
1985-1986 131 13,178.8 G7 3,139.9 228 16,318.7 
1986-1987 Pa 14,188.2 108 3,485.8 235 17,674.0 
1987-1988 11S 14,762.0 99 4,458.7 217 19,220./ 
1988-1989 1419. 16,433.2 106 4,933.6 229 21,366.8 
1989-1990 121 15,179.7 101 5,922.0 222 20,7 
1990-1991 126 16,892.2 103 6,293.3 eco 22,685.5 
1991-1992 hit 15,156.0 110 6,549.7 222 21, 70007, 
1992-1993 122 16,944.5 123 6,751.4 245 23,695.9 
1993-1994 124 14,243.9 104 6,592.1 228 20,836.0 
1994-1995 134 16,852.6 108 9,099:2 242 22,02K0 
1995-1996 129 14,656.0 N2r 6,864.0 256 21,520.0 
1290-1997 141 14,525.0 100 4,622.0 241 19,147.0 
1997-1998 151 21,086.2 135 7,507.8 286 28,594.0 
1998-1999 131 EAS ts PR 145 6,811.8 276 28,994. 1 


Total 4,346 338,699.5 3,060 115,883.5 7,406 454,583.6 
1 Fiscal years are those of the World Bank Group (July 1 to June 30). 
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ANNEX 4 


Disbursements by IBRD and IDA Borrowers — 
Goods and Services From Canada — To June 30, 1999 


IBRD IDA Total 


Amount Amount Amount 
(in millions of US dollars) 
By calendar year 


Cumulative to December 1960 ihe Shs - oon 
1961 8.2 = 8.2 
1962 Sur - aH 
1963 5.6 ee 13.0 
1964 4.7 1.8 6.5 
1965 5.4 Zk 8.1 
1966 TAG soe) 16.9 
1967 13.2 14.7 27.9 
1968 6.3 7.8 14.1 
1969 4.4 Ta) 15.4 
1970 igs v5 8.9 
1971 5 ies | 2? tow 
1972 10.5 23 12.8 
1973 124 on TOS 
1974 15.8 8.4 242 
1975 22 A 15.0 Ohl 
1976 cout 10.8 sla 
1977 ne Yell 4.8 39.3 
1978 26.1 Dao) 5.6 
1979 44.4 8.1 ey de 
1980 aye foes: 59.3 
1981 94.3 14.5 108.8 
1982 15.0 17.6 92.6 
1983 82.3 26.9 109.2 
1984 92.6 54.3 146.9 
1985 94.3 39.7 134.0 
1986 184.8 46.8 2016 


1987 (January — June) 92.8 23.4 116.2 


BRETTON WOODS AND RELATED AGREEMENTS ACT — 1999 


ANNEX 4 


Disbursements by IBRD and IDA Borrowers - 
Goods and Services From Canada - To June 30, 1999 (cont’d) 
IBRD IDA Total 
Amount Amount Amount 
(in millions of US dollars) 


By fiscal year! 


1988 -— 1989 182.1 47.4 pase Me 
1989 — 1990 197.0 45.0 242.0 
1990 — 1991 164.0 41.0 205.0 
1991 - 1992 139.0 34.0 173.0 
1992 — 1993 131.0 38.0 169.0 
1993 - 1994 181:0 41.0 192.0 
1994 — 1995 115.0 69.0 184.0 
1995 - 1996 leo. 48.0 ga ek 
1996 - 1997 169.0 56.0 2200 
1997 -— 1998 T1130 42.0 jhe aq8) 
1998 - 1999 82.0 02.0 114.0 
1999 — 2000 69.0 Or .0 106.0 
Total 2,760.0 850.0 3,110.0 
Per cent of total disbursements 2.30 Oo n.a. 
Per cent of FY 1999 

disbursements 2.76 Eas 2.01 


1 Fiscal years are those of the World Bank Group (July 1 to June 30). 
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REPORT ON OPERATIONS UNDER THE 


ANNEX 5 


IBRD Loans and IDA Cumulative Lending by Country - 
As of June 30, 1999 


IBRD loans IDA loans Total loans 
Amount Amount No. Amount 


(in millions of US dollars) 


Borrower or guarantor 


Afghanistan - 230.1 20 230.1 
Africa region 15.0 45.5 Pd 60.5 
Albania - 481.7 33 481.7 
Algeria shelley! - 62 Does 
Angola - Liles 10 ZkELO 
Argentina Let Va - 104 17 #443 
Armenia 120 pat Be 20 535.3 
Australia ANT - th 417.7 
Austria 106.4 - 9 106.4 
Azerbaijan - 369.2 12 369.2 
Bahamas 42.8 - Ss 42.8 
Bangladesh 46.1 9,140.8 161 9,186.9 
Barbados 103.2 — 11 103:2 
Belarus Vie - 3 Ae Qee 
Belgium 76.0 - 4 76.0 
Belize 718 _ 8 LVG 
Benin - 696.3 47 696.3 
Bhutan - 41.9 v3 41.9 
Bolivia 299.3 1,564.4 74 1,863.7 
Bosnia and Herzegovina _ 547.6 25 547.6 
Botswana 280.7 1.0 26 296.5 
Brazil 27,412.9 - 249 =27,412.9 
Bulgaria Ae 10 — 18 W210a 
Burkina Faso New) 902.2 50 904.1 
Burundi 4.8 694.0 47 698.8 
Cambodia - 343.4 11 SA 
Cameroon 1,294.4 1;,025;0 69 2,319.4 
Cape Verde - 146.4 14 146.4 
Caribbean region 89.8 47.7 14 137-5 
Central African Republic - 403.5 24 403.5 
Chad - 622.2 36 622.2 
Chile 3,500.9 19.0 60 3,604.9 
China 20; 106.3 9,946.7 219 933,053.6 
Colombia 8,890.6 19.5 152 8,910.1 
Comoros - OA Sy. 16 TOL 
Congo, Democratic Republic of 330.0 i Wal Foy te 66 1,481.5 
Congo, Republic of ZO 183.6 20 400.3 
Costa Rica 888.9 50 38 894.4 
Céte d'Ivoire 2,887.9 1,802.3 84 4,690.2 
Croatia 133.7 ~ 14 133.7 
Cyprus 418.8 _ 30 418.8 
Czech Republic 326.0 - 2 326.0 


Czechoslovakia 450.0 - 1 450.0 


ee 


BRETTON WOODS AND RELATED AGREEMENTS ACT — 1999 


ANNEX 5 


IBRD Loans and IDA Cumulative Lending by Country - 
As of June 30, 1999 (cont’d) 


IBRD loans IDA loans Total loans 
Amount Amount No. Amount 


(in millions of US dollars) 


Denmark 85.0 - ) 85.0 
Djibouti - 75.6 11 (5 
Dominica re | 14.4 4 Teel 
Dominican Republic So1.0 22.0 30 873.0 
East African Community 244.8 - 10 244.8 
Eastern Africa region - 45.0 1 45.0 
Ecuador 2,442.6 36.9 71 2,479.5 
Egypt, Arab Republic of 4,367.5 1,984.0 102 6,351.5 
El Salvador 820.6 2.0 34 846.2 
Equatorial Guinea _ 45.0 9 45.0 
Eritrea - 125.4 5) 125.4 
Estonia Leos ~ ig 12Ou 
Ethiopia 108.6 202A To 3,066.3 
Fiji 152.9 - 13 152.9 
Finland 316.8 - 18 316.8 
France 250.0 ~ 1 250.0 
Gabon 227.0 - 14 227.0 
Gambia ~ 213.2 26 Bay ew 
Georgia - 509.6 22 509.6 
Ghana 207.0 3,002.8 103 3,709.8 
Greece 490.8 - Lif. 490.8 
Grenada 3.8 8.8 Z 5 eae 
Guatemala 1,058.1 - 34 1,058.1 
Guinea VO 1,129.2 56 1,204.4 
Guinea-Bissau - 234.9 21 234.9 
Guyana 80.0 302.8 28 382.8 
Haiti 2.6 626.5 on 629.1 
Honduras FAL 978.6 55 1,695.9 
Hungary 4,302.0 ~ 39 4,302.0 
Iceland A7.A - 10 47.1 
India 25,828.1 26,161.3 401 51,989.4 
Indonesia 27,043.9 1,067.2 288. 26141441 
Iran, Islamic Republic of 2,058.1 ~ 39 2,058. 1 
Iraq 156.2 - 6 156.2 
lreland 152.5 - 8 152.5 
Israel 284.5 ~ 11 284.5 
Italy 299.6 - 8 399.6 
Jamaica 1,326.0 - 62 1,326.0 
Japan 862.9 - 31 862.9 
Jordan 1,882.0 85.3 65 1,967.3 
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REPORT ON OPERATIONS UNDER THE 


ANNEX 5 


IBRD Loans and IDA Cumulative Lending by Country — 
As of June 30, 1999 (cont’d) 


IBRD loans IDA loans Total loans 


Amount Amount No. Amount 


(in millions of US dollars) 


Kazakhstan, Republic of 1,679.1 - 20 1,679.1 
Kenya 1,200.0 2,870.8 119 4,070.8 
Korea, Republic of 15,647.0 110.8 120: Seey75e8 
Kyrgyz Republic — 500.0 18 500.0 
Lao People’s Democratic Republic - 576.0 Pt 576.0 
Latvia 314.9 _ 14 314.9 
Lebanon 183.5 - 15 Passe 
Lesotho HOOK) 292.0 28 447.0 
Liberia 156.0 1145 30 270.5 
Lithuania 293.3 - i 293.3 
Luxembourg 12.0 = 1 12.0 
Macedonia, FYR of 205.5 293.8 17 499.3 
Madagascar 32.9 1,743.4 80 1,776.3 
Malawi 124.1 1,85441 res) 1,978.2 
Malaysia 4,150.6 - 87 4,150.6 
Maldives ~ A7.3 6 47:3 
Mali 1.9 1,241.5 59 1,243.4 
Malta 7.5 - 1 TiS 
Mauritania 146.0 Sy OPT E 45 6538/7 
Mauritius AILSA 20.2 34 433.3 
Mexico 30,009.6 - 169  30,009.6 
Moldova 302.8 146.0 ihe: 448.8 
Mongolia - TF Sk 14 ADH 
Morocco 8,435.3 50.8 126 8,486.1 
Mozambique - 1,812.0 33 1,812.0 
Myanmar 33.4 804.0 33 837.4 
Nepal - yipavete 70 iRsieves 
Netherlands, The 244.0 - 8 244.0 
New Zealand 126.8 - 6 126.8 
Nicaragua 233.6 794.5 47 988.1 
Niger - 816.6 45 816.6 
Nigeria 6,248.2 902.9 98 (eave na 
Norway 145.0 _ 6 145.0 
OECS countries 3.6 2.4 1 6.0 
Oman VO tal - 14 17s 


Org. of Eastern Caribbean States 14.1 5 1 19.6 


BRETTON WOODS AND RELATED AGREEMENTS ACT — 1999 


ANNEX 5 


IBRD Loans and IDA Cumulative Lending by Country - 
As of June 30, 1999 (cont’d) 


IBRD loans IDA loans Total loans 
Amount Amount No. Amount 


(in millions of US dollars) 


Pakistan 6,614.2 5,468.1 191. 12,082.38 
Panama 1,179.8 ~ 42 1,179.8 
Papua New Guinea 597.0 tee 38 710.2 
Paraguay 807.9 45.5 42 853.4 
Peru 5,053;6 - 82 0,053.0 
Philippines 10,666.4 294.2 155  10,960.6 
Poland 4,969.4 - OU 4,969.5 
Portugal 1,338.8 - 2 a ete se) 
Romania 5,195.8 ~ 58 5,195.8 
Russian Federation The ~ AP VND 
Rwanda ~ 869.4 48 869.4 
Samoa - 14.4 1 14.4 
Sao Tomé and Principe ~ 58.9 8 58.9 
Senegal 164.9 1,702.4 90 1,867.3 
Seychelles 10.7 - 2 TOR 
Sierra Leone 18.7 403.7 20 422.4 
Singapore 181.3 = 14 181.3 
Slovak Republic 135,0 - 2 135.0 
Slovenia 168.2 - 4 168.2 
Solomon Islands - 45.9 fa 45.9 
Somalia ~ 492.1 39 492.1 
South Africa 287.8 - 12 287.8 
Spain 478.7 ~ 12 478.7 
Sri Lanka ral Oe 4 Det Ve 83 2,481.9 
Saint Kitts and Nevis 5 ies 1 3.0 
Saint Lucia 8.5 11.2 3 197 
Saint Vincent and the Grenadines Wi 6.4 2 ries 
Sudan 166.0 1,352.9 56 1,518.9 
Swaziland 104.8 7.8 14 412;6 
Syrian Arab Republic 613.2 af 20 660.5 
Taiwan, Province of China 329.4 15.3 18 344.7 
Tajikistan - 180.3 10 180.3 
Tanzania 318.2 S101. 109 3,419.8 
Thailand T,e7o34 1254 123 7,704.2 
Togo 20.0 733.0 42 753.5 
Tonga _ 5.0 2 5.0 
Trinidad and Tobago 313.6 - 21 313.6 
Tunisia 4,423.7 74.6 114 4,498.3 
Turkey 13,770.5 178.5 135 13,949.0 
Turkmenistan 89.5 - 3 89.5 
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REPORT ON OPERATIONS UNDER THE 


ANNEX 5 


IBRD Loans and IDA Cumulative Lending by Country - 
As of June 30, 1999 (cont’d) 


IBRD loans IDA loans Total loans 
Amount Amount No. Amount 
(in millions of US dollars) 

Uganda 8.4 DesfaAed TAA Sige 
Ukraine 2,821.8 - 16 2,821.8 
Uruguay 1,640.7 - 44 1,640.7 
Uzbekistan 434.0 = 9 434.0 
Vanuatu ~ OE: 4 15.4 
Venezuela 62931 - 88 3,293.1 
Vietnam _ D Sieve 24 2,354.6 
Western Africa region 6.1 oc 4 58.6 
Western Samoa ~ 46.6 8 46.6 
Yemen, Republic of - 1,630.9 114 1,630.9 
Yugoslavia 6,114.7 - 90 6,114.7 
Zambia 679.1 ZA Ge 2,794.8 
Zimbabwe 983.0 656.9 BS 1,640.1 
Bank-wide total 338,583.5 115,883.0 7,406 454,415.5 


BRETTON WOODS AND RELATED AGREEMENTS ACT — 1999 


ANNEX 6 


Projects Approved for IBRD and IDA Assistance in Fiscal Year 1999, 
by Country — July 1, 1998 — June 30, 1999 


IBRD loans IDA loans Total loans 
Amount Amount No. Amount 


Borrower or guarantor 
Albania 

Argentina 

Armenia 

Azerbaijan 


Bangladesh 

Benin 

Bolivia 

Bosnia and Herzegovina 
Brazil 

Bulgaria 

Burkina Faso 


Cambodia 
Cameroon 
Cape Verde 
Chad 

Chile 

China 
Colombia 
Céte d’lvoire 
Croatia 


Djibouti 
Dominican Republic 


Egypt, Arab Republic of 
Ethiopia 


Gabon 
Gambia, The 
Georgia 
Ghana 
Guatemala 
Guinea 
Guyana 


Honduras 


India 
Indonesia 


Jordan 


(in millions of US dollars) 


= 125.0 5 125.0 
3,226.1 = 8 so esd os 
- 120.6 4 120.6 

= 19.5 4 79.5 

= O20, 7. 6 150207 

cad 25.5 1 25.5 

- 186.8 4 186.8 

= 163.0 6 163.0 
1,686.1 = 8 1,686.1 
160.8 ai 3 160.8 
= 20.2 2 20.2 

= 75.3 3 19.3 

= 28.2 1 ote 

_ 48.6 1 48.6 

- 40.9 1 40.9 
160.5 = 3 160.5 
1,674.4 422.6 19 2:097.0 
142.0 = 2 142.0 
a. 75.6 1 75.6 
108.3 = 2 108.3 
- ire 1 17.5 

Taal = 1 1 en 
345.0 205.0 6 550.0 
- 100.0 1 100.0 

5.0 - 1 5.0 

- 35.0 2 35.0 

136.6 7 136.6 

= 281.8 S) 281.8 
167.0 _ 5 167.0 
= 55.4 4 55.4 

= 9.0 1 9.0 

= 283.7 3 283.7 
400.0 654.8 7 1,054.8 
2,605.1 422.6 14 2,741.1 
210.0 _ 3 210.0 
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ANNEX 6 


Projects Approved for IBRD and IDA Assistance in Fiscal Year 1999, 
by Country — July 1, 1998 — June 30, 1999 (cont’d) 


IBRD loans IDA loans Total loans 
Amount Amount No. Amount 


(in millions of US dollars) 


Kazakhstan, Republic of Tia - 4 TSS 
Kenya _ 40.0 1 40.0 
Korea, Republic of 2,048.0 ~ 2 2,048.0 
Kyrgyz Republic ~ 61.5 3 61.5 
Lao People’s Democratic Republic - 29.8 2 29.8 
Latvia 58.6 — 4 58.6 
Lesotho - 21.0 1 21.0 
Lithuania 2031 - 1 20.1 
Macedonia, FYR 32.0 90.0 5) 12220 
Madagascar - 131.4 S 131.4 
Malawi - 193.0 4 193.0 
Malaysia 404.0 - 3 404.0 
Mali - 40.0 1 40.0 
Mauritania - 30.8 3 30.8 
Mexico 949.9 - 2 949.9 
Moldova - 66.1 3 66.1 
Mongolia - 12.0 1 12.0 
Morocco 440.0 - 6 440.0 
Mozambique - 176.0 3 176.0 
Nepal - Pas Z 17.0 
Nicaragua ~ 118.6 ) 118-6 
Niger - 82.6 2 82.6 
Org. of Eastern Caribbean States 14.4 oo 1 19.6 
Pakistan 350.0 90.0 2 440.0 
Panama 150.3 - 3 150.3 
Peru 338.0 _ 2 338.0 
Philippines 123.3 — 5 723.3 
Poland 327.0 - 6) 327.0 
Romania 340.0 - 4 340.0 
Russian Federation 1,930.0 — 3 1,930.0 
Rwanda - 80.0 2 80.0 
Samoa = 14.4 1 14.4 
Senegal ~ 1174 2 117.4 
Slovenia i.0 — 1 15.0 
Solomon Islands - 12.0 1 12.0 
Sri Lanka - 29.0 1 29.0 


BRETTON WOODS AND RELATED AGREEMENTS ACT — 1999 


ANNEX 6 


Projects Approved for IBRD and IDA Assistance in Fiscal Year 1999, 
by Country - July 1, 1998 - June 30, 1999 (cont’d) 


IBRD loans IDA loans Total loans 
Amount Amount No. Amount 


(in millions of US dollars) 


Tajikistan - 93.4 5 93.4 
Tanzania ~ 40.0 1 40.0 
Thailand 1,300.0 ~ 1 1,300.0 
Togo - 5.0 1 5.0 
Trinidad and Tobago 14.8 - 1 14.8 
Tunisia 194.0 _ 2 194.0 
Turkey 528.0 - g 528.0 
Uganda ~ 164.8 5 164.8 
Ukraine 600.0 ~ 2 600.0 
Uruguay 92.5 ~ 2 92.5 
Uzbekistan Oo.) - 2 aon’, 
Venezuela . 80.7 - 2 80.7 
Vietnam - 308.3 4 308.3 
Yemen, Republic of _ 181.5 5 ikeviks 
Zambia - 212.8 a 2126 
Bank-wide total ZA NOLS 6,811.8 276 28,994.1 
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INTRODUCTION 


The Bretton Woods institutions — the International Monetary Fund (IMF or 

the Fund) and the World Bank — were founded at a conference held in 

Bretton Woods, New Hampshire, in 1944. The IMF was established to 
promote the smooth functioning of the international monetary system, 
encourage international trade and support high rates of sustainable economic 
growth. The IMF has become a central institution in the international monetary 
system. It exercises a surveillance function by monitoring members’ economic 
policies, provides policy advice and extends short- and medium-term financial 
assistance to countries faced with balance of payments difficulties. 


The World Bank’s goal is to reduce poverty by raising living standards and 
promoting sustainable development in developing countries. As the premier 
development institution in the world, it provides a wide range of assistance to 
developing countries, including lending and technical assistance for projects 
that promote sustainable growth and an improved quality of life, and structural 
economic policy advice. The World Bank Group comprises four organizations: 
the International Bank for Reconstruction and Development (IBRD), the 
International Development Association (IDA), the International Finance 
Corporation and the Multilateral Investment Guarantee Agency. The IBRD 

and IDA together are commonly referred to as the “World Bank” (or the “Bank” 
in the following). IDA is the component that provides assistance to the world’s 
poorest developing countries. 


Canada is the eighth largest member of the IMF, along with China, after 

the six other Group of Seven (G-7) countries and Saudi Arabia, and it is the 
sixth largest member of the World Bank. Canada also represents Ireland and 
a number of Caribbean countries at the IMF and the World Bank.' Canada’s 
formal participation in the two institutions is authorized under the Bretton 
Woods and Related Agreements Act. Section 13 of the Act states that: 


The Minister of Finance shall cause to be laid before Parliament, 

on or before March 31 next following the end of each calendar 
year or, if Parliament is not then sitting, on any of the first thirty days 
next thereafter that either House of Parliament is sitting, a report 
containing a general summary of operations under this Act and 
details of all those operations that directly affect Canada, including 
the resources and lending of the World Bank Group, the funds 
subscribed or contributed by Canada, borrowings in Canada and 
procurement of Canadian goods and services. 


1 At the IMF, Canada represents 10 Caribbean countries: Antigua and Barbuda, the Bahamas, 
Barbados, Belize, Dominica, Grenada, Jamaica, Saint Kitts and Nevis, Saint Lucia, and 
Saint Vincent and the Grenadines. In addition to these countries, Canada represents Guyana 
at the World Bank. 
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This report has been prepared in accordance with this provision. The 
sections that follow review the activities and operations of first the IMF and 
then the World Bank for the year 2000. A final section deals with issues 
common to both institutions. The annexes contain detailed numerical 


summaries of the year’s activities. 


Roles of the International Monetary Fund and World Bank 


International Monetary Fund 


m Oversees the international 
monetary system and 
promotes international 
monetary co-operation. 


Promotes orderly exchange 
rate relations among member 
countries. 


Provides short- to medium-term 
financial support to members 
facing balance of payments 
difficulties. 


Draws its financial resources 
primarily from the quota 
subscriptions of its members. 


World Bank 


m Provides support for poverty 


reduction through investments 
in health and education. 


Promotes economic 
development and structural 
reform in developing countries. 


Assists developing countries 
through long-term financing 

of development projects and 
programs. 


Provides special financial 
assistance to the poorest 
developing countries through 
the International Development 
Association. 


Stimulates private enterprise 
development and private 
investment in developing 
countries primarily through its 
affiliates, the International 
Finance Corporation and 

the Multilateral Investment 
Guarantee Agency. 


Secures most of its financial 
resources by borrowing on 
international capital markets. 


Enhances the flow of capital 
and technology for productive 
purposes to developing 
countries by providing 
investment insurance against 
non-commercial risks for 
investments in developing 
countries. 
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INTERNATIONAL MONETARY FUND 


Overview 


As a major trading nation, Canada has a significant interest in efforts to 
promote a strong international monetary system that facilitates the free 
movement of goods, services and financial assets. The IMF promotes 
international financial stability and economic growth through the provision 
of policy, financial and technical assistance to countries experiencing 
unsustainable external imbalances and related economic difficulties. 


Benefits of Membership 


IMF membership provides a number of specific benefits: 


e The Minister of Finance is a Governor of the Fund and elects an Executive 
Director to its 24-member Executive Board. This representation allows 
Canada to have high-level influence on decisions taken by the IMF on 
specific country assistance programs and major policy issues affecting the 
world financial system. 


e The IMF, through its regular surveillance of the Canadian economy, provides 
Canada with an independent source of policy advice on macroeconomic 
policies and engages in regular dialogue on these policies with Canadian 
Officials at the Department of Finance, other government agencies and the 
Bank of Canada. 


e The efforts of the IMF to make sure that countries abide by their 
obligations, including those under Fund-supported programs, help ensure 
that they repay Canadian bilateral loans and use our bilateral development 
assistance effectively. 

e Canada earns a market rate of return on its financial position in the IMF. 

e Were Canada to experience severe balance of payments difficulties, it would 
have the right to draw on IMF financial assistance. 
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How the IMF Works 


The IMF works like a credit union. It has a large pool of resources provided 
by its members that it makes available to help members finance temporary 
balance of payments problems. 


Members provide resources to the IMF in amounts determined by “quotas” 
reflecting each country’s relative importance in the world economy. A 
country’s quota in turn helps determine the amount of Fund resources that it 
may use if it experiences economic difficulties. At the end of 2000 the total 
quotas for the Fund’s 183 members was SDR 210.7 billion. | 


A member country uses the general resources of the IMF by making a 
purchase (drawing) of other members’ currencies with an equivalent amount 
of its own currency. A member repurchases (repays) its own currency from 
the IMF with other members’ currencies over a specified period of time, with 
interest. In this way, a member country receives credit from other members. 


Members seeking financial assistance can draw on a “reserve tranche” and 
four “credit tranches,” each amounting to 25 per cent of their quota. For 
access to resources beyond the first credit tranche, the member and the 
IMF have to reach an agreement on a set of economic measures and 
reforms aimed at removing the source of the country’s balance of payments 
difficulty and creating the conditions necessary for sustainable 
non-inflationary growth. 


Depending on the prospective duration of the problem, these measures 
are agreed to as part of a Stand-By Arrangement, which typically lasts 12 to 
18 months, or an Extended Fund Facility, which generally runs for three years. 
Emergency financing for countries in crisis situations that could spill over to 
other countries is also available through the Supplemental Reserve Facility, 
created in December 1997. A precautionary line of defence is available through 
Contingent Credit Lines, established in February 1999, to countries that are 
pursuing sound policies but are nonetheless vulnerable to contagion. 


Members can also use financial facilities created for specific purposes, 
including the Compensatory Financing Facility, which provides financial 
support to members experiencing temporary export shortfalls or other 
unforeseen adverse external shocks. 


Concessional financing to low-income developing countries under the 
Poverty Reduction and Growth Facility (formerly the Enhanced Structural 
Adjustment Facility) is made available in the form of low-interest loans with 
extended maturity periods. 


1 The SDR (special drawing right) is the standard unit of account for the IMF’s operations. 
It represents a weighted basket of four major currencies — the US dollar, the 
Japanese yen, the pound sterling and the euro. At the end of 2000 the exchange rate 
was SDR 1 = C$1.99. 
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Canada’s Priorities at the IMF 


Global Economic and Financial Stability 


In its early years the Fund helped members address short-term balance of 
payments problems originating in the current account with a blend of financing 
and adjustment. But over time the Fund’s role has evolved in response to 

a changing world economy, which has led to new problems, such as balance 
of payments problems with structural origins that require a longer period of 
adjustment. More importantly, the dismantling of capital controls has led to 

a sharp increase in the importance of private cross-border capital flows. The 
financial crises that have affected a number of emerging market countries 
since mid-1997 revealed weaknesses in the international financial system and 
underscored the need to reform the global financial architecture — the global 
institutions and rules that govern international economic and financial co- 
operation. The Fund itself faces the significant challenge of trying to prevent 
and resolve capital account crises. 


The past year witnessed a number of studies and proposals to increase 

the effectiveness of the IMF in a world of large-scale private capital flows. 

In addition, the IMF/World Bank meetings last year in Washington and Prague 
took place against the background of large-scale protests about globalization 
and the role of the international financial institutions. These protests reflect, 

in part, the perception that while greater economic and financial integration 
generates enormous economic benefits, the global economy is not benefitting 
all countries or all groups within countries. Recognizing the need to address 
these concerns, there was strong support at these meetings to make 
globalization work for the benefit of citizens in every corner of the world, 
including the poorest and most vulnerable. The Fund, working in partnership 
with the World Bank, is viewed as uniquely placed to contribute to this 

global effort. 


In co-operation with its international partners, Canada has played an active 
role in identifying areas where reforms are required and in taking steps to 
implement those reforms. In 1999 G-7 finance ministers made a number 

of recommendations intended to strengthen the international financial system, 
help reduce the risk of financial crises, and make it easier to manage future 
crises more effectively. This was followed by the G-7 Finance Ministers’ Report 
to Leaders on strengthening the international financial architecture, released 
in July 2000 in Fukuoka, which outlined proposals to guide further work 

on IMF reform in the areas of strengthened surveillance, implementation of 
international standards and codes, reform of IMF facilities, and IMF 
governance. 


The new Managing Director of the IMF, Horst Kohler, also emphasized the 
need to articulate a vision for the future role of the IMF to guide work on IMF 
reform. He called for a more focused role for the institution, concentrating in 
particular on promoting macroeconomic and financial stability. 
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A key objective for Canada is to ensure that the Fund is capable of promoting 
international financial stability. To meet this objective, the key priorities for 
reform should be: 


e the development of an appropriate framework for private sector 
involvement in crisis prevention and resolution; 


e the development of more effective IMF conditionality through a 
sharper focus on factors relevant to a country’s macroeconomic and 
financial stability; and 


e an increase in Fund accountability and transparency. 
In line with these priorities, Canada supports: 


e strengthened surveillance to prevent crises through greater attention 
to financial vulnerabilities and increased transparency of information; 


¢ implementation of international codes and standards, with the IMF 
playing the lead role in assessing countries’ observance; 


e reform of IMF facilities to achieve a streamlined structure that encourages 
countries to seek private sources of capital and discourages excessively 
long or large use of IMF resources; 


® new procedures to safeguard IMF resources to ensure that they are 
used for their intended purposes; 


e strengthened governance and accountability of the IMF through 
a review of the quota determination process and the creation of an 
independent evaluation office; and 


e appropriate private sector involvement in the prevention and resolution 
of crises. 


Canada continues to place a high priority on reducing poverty and ensuring 
that debt relief does indeed go to this purpose. The IMF plays a crucial role 
in supporting macroeconomic stability — as a key tool for poverty reduction — 
in the poorest countries and integrating its efforts with those of the World 
Bank in working with countries to reduce poverty. 


The Fund’s involvement in the key areas outlined above, and Canada’s 
priorities related to these efforts, are described in more detail in the section 
entitled “Efforts to Promote International Financial Stability,” which follows 
the next section. 
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Economic and Financial Developments 
in Emerging Markets 


Emerging market economies generally registered strong growth through 
much of 2000 against the backdrop of a relatively favourable external 
economic environment. Global economic conditions deteriorated late in 
the year, however, owing in large part to an economic slowdown in the U.S. 
Through 2000, international financial institutions continued to play an 
important role in promoting sound economic policies and providing 
emergency financial support, as demonstrated by the two emergency 
financial assistance packages put together by the IMF for Argentina and 
Turkey late in the year. 


After experiencing robust growth during the first half of the year, Asian 
economies started to weaken in the latter part of 2000, reflecting political 

and economic uncertainties and a deterioration in the external environment. 

In the Philippines financial markets weakened dramatically as political 
uncertainty and the deteriorating fiscal situation continued to weigh 

on investor sentiment. Higher oil prices, falling technology stock prices and 
the slow pace of’corporate restructuring began to weigh on the South Korean 
economy in the second half of the year. In China, on the other hand, inward 
foreign investment picked up in anticipation of its World Trade Organization 
accession in 2001. 


In Indonesia the IMF approved a three-year US$5.0-billion Extended Fund 
Facility program in February 2000. In addition, the World Bank, the Asian 
Development Bank and bilateral donors pledged US$4.7 billion in assistance. 
However, after three disbursements, the IMF program was put on hold due 
to a disagreement on the timing and content of key reforms. 


Overall, Latin American countries in 2000 continued to rebound from the 
financial market problems of 1998 and early 1999, helped by strong world 
demand and higher commodity prices. However, there were large divergences 
in economic growth rates throughout the region. Brazil, Chile and Mexico 
enjoyed strong recoveries, while Argentina, Venezuela and Colombia struggled 
to emerge from recession. 


In Argentina financial market sentiment deteriorated in late 2000 owing to 
continuing weak economic growth as well as increased political uncertainty. 
Political developments also led investors to become increasingly concerned 
about the passage of the 2001 budget. In December the IMF and the 
Argentine authorities responded to the financial difficulties by arranging an 
IMF-led financial assistance package totalling US$39.7 billion. Argentina’s 
existing three-year precautionary Stand-By Arrangement was activated 

and augmented. The package also included loans from the World Bank 
and Inter-American Development Bank, bilateral assistance from Spain, 
and financing from the private sector in the form of rollovers of existing 
debt and new bond purchases. 
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In Turkey banking sector problems and the government’s response to those 
problems threatened to precipitate a crisis in the broader economy in late 
2000. In December the IMF approved a financial assistance package for 
Turkey totalling US$7.5 billion, adding to the US$2.9 billion remaining to be 
disbursed under the Stand-By Arrangement approved in December 1999. 
At the same time the World Bank approved up to US$5 billion in lending to 
Turkey over the next three years. The Turkish authorities also held meetings 
with private sector creditors to encourage them to roll over Turkish debt 
obligations. 


The economic situation in Russia improved considerably in 2000, largely as a 
result of high oil prices and the effects of the sharp ruble devaluation following 
the 1998 financial crisis. Russia’s IMF program, which was suspended in 
December 1999 because of missed structural benchmarks, expired in 
December 2000. As a result, Russia made a net repayment of about 

US$2.9 billion to the Fund in 2000, although it remains the Fund’s largest 
creditor with around US$11.6 billion in outstanding loans as of December 31. 


IMF-Led Packages for Emerging Economies 


Contributions (in billions of US dollars) 


Donor Indonesia Turkey Argentina 
IMF eA 8! HAO 14:0 
(% quota) (175%) (600%) (500%) 
Type of program Three-year Extended Supplemental Three-year Stand-By 
and approval date Fund Facility Reserve Facility Arrangement, * 
(February 2000) (December 2000) Supplemental 
Reserve Facility 
(December 2000) 
Other international Afi 520 5:0 
financial institutions 
Bilateral AKe 
Private sector 20.0 
Total 9.7 12.5 39.7 


* The three-year precautionary Stand-By Arrangement approved in March 2000 was activated 
and augmented in December. 


“Includes bilateral contributions. 
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Efforts to Promote International Financial Stability 


Strengthening Surveillance to Prevent Crises 


There is a consensus in the international community that strong surveillance 
must be at the centre of the IMF’s efforts to strengthen the world economy 
and the international financial architecture. In light of globalization and the 
related phenomenon of large-scale private capital flows, the IMF needs to shift 
the nature and scope of its surveillance. The G-7 Finance Ministers’ Report to 
Leaders called on the IMF to continue to: 


e sharpen its focus on macroeconomic policy, capital flows and structural 
issues, which have an impact on macroeconomic stability, particularly in 
the financial sector, and on exchange rates; 


e develop and publish financial sector vulnerability indicators. The Fund is 
committed to paying more attention to vulnerabilities arising from debt and 
reserve management, and will continue to work to develop an analytical 
framework for assessing vulnerability; and 


e promote transparency and the flow of information. In a key decision, the 
Fund recently agreed on a set of principles for its publication policy, and 
authorized the publication of a broad range of documents, including the 
voluntary publication of IMF staff reports and other country papers. 


Canada has continually supported measures to enhance the transparency and 
accountability of the Fund’s own operations. Prior to the most recent decision, 
the Fund had responded to the concerns of members regarding transparency 
by making available significantly more information on its activities. The key 
initiatives include: 


e The public now has access to IMF Executive Board documents that 
are more than 5 years old and other archival material that is more than 
20 years old. At Canada’s instigation, last year the Fund began to release 
summaries of the IMF’s work program to help increase the public’s 
awareness of Fund activities. Canada continues to press for further 
liberalization of archival material. 


e The Fund has adopted a policy establishing a presumption in favour 
of publication of Letters of Intent and other documents that underpin 
Fund-supported programs. 


e Since 1997 the IMF has released Public Information Notices (PINs), 
which provide background information on a member country’s economy 
and the IMF’s assessment of the country’s policies and prospects. 

PINs are issued at the country’s request following the conclusion of 

the Fund's regular Article lV consultation with the country. Canada’s 
most recent PIN can be found on the IMF Web site at 
http://www.imf.org/external/country/CAN/index.htm. An increasing 
number of countries have agreed to the publication of PINs. The Fund is 
also issuing PINs on policy papers and regional economic reviews. 
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e The Fund also encourages countries to publish the “mission statements” 
that are prepared at the time of the IMF’s annual Article IV consultations 
with member countries. Prior to the preparation of the staff’s report to the 
Executive Board, the IMF mission often provides the authorities with a 
statement of its preliminary findings at the conclusion of its discussions with 
the authorities. A number of countries, including Canada, are now releasing 
these statements. Canada’s most recent Article IV report can be found on 
the IMF Web site at http://www.imf.org/external/country/CAN/index.htm. 


Implementation of International Codes and Standards 


The international community has called upon the IMF and other 
standard-setting agencies to develop standards and codes covering a 
number of economic and financial areas to help improve economic policy 
making and strengthen the international financial system. The Fund is 
responsible for its core areas of expertise. For example, in 1998 the Fund 
adopted a Code of Good Practices on Fiscal Transparency to guide member 
countries in enhancing the accountability and credibility of fiscal policy. 

In 1999 the Fund adopted a similar code with respect to monetary and 
financial policies. Other institutions, such as the World Bank, Organisation 
for Economic Co-operation and Development and Basle Committee, take 
responsibility for other areas, including insolvency regimes, corporate 
governance and banking supervision. 


In terms of assessing compliance, the Financial Stability Forum has 
highlighted 12 key codes and standards (in the areas of macroeconomic 
policy and data transparency; corporate governance; and financial regulation 
and supervision) as key for sound financial systems and deserving priority 
implementation depending on country circumstances. To enhance credibility, 
both the G-7 and Group of Twenty (G-20) have encouraged countries to 
articulate publicly their adoption of standards, announce their plans of action 
and participate in IMF-led assessment programs. 


There is a general consensus that the IMF has a key co-ordinating role 

in assessing observance of codes and standards through its Reports on 
the Observance of Standards and Codes (ROSCs), as well as through the 
joint IMF-World Bank Financial Sector Assessment Programs (FSAPs). Over 
30 countries have committed to undertake ROSC modules, and the IMF 
and the World Bank recently agreed to expand the FSAP program. 

Recent developments regarding the FSAP program are covered in the 
“Joint Issues” section. 


With respect to ROSCs, the Fund has developed a modular approach 
whereby comprehensive assessments of members’ adherence to a range of 
internationally recognized standards can be built up over time, standard by 
standard. ROSCs summarize the extent to which countries observe these 
standards, focusing primarily on the areas of direct operational concern to the 
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IMF such as data dissemination and fiscal transparency. ROSC modules for 
the financial sector are now being derived as a by-product from the FSAP 
process. Canada was the first country to publicly release as a ROSC 

the assessment of compliance with international standards conducted 
during its FSAP. Canada’s ROSCs can be found on the IMF Web site at 
http://www. imf.org/external/np/rosc/can/index.htm. Overall, as of 
December 2000, 83 ROSC modules had been produced for 32 countries. 


Financial Stability Forum 


The Financial Stability Forum was established in April 1999 to promote 
international financial stability through enhanced information exchange and 
international co-operation in financial market Supervision and surveillance. 
The Forum is well placed to promote this objective as it regularly brings 
together senior officials from finance ministries, central banks and financial 
sector supervisory bodies from countries with significant financial centres, as 
well as representatives of the international supervisors, the Bank for 
International Settlements, the IMF and the World Bank. The Forum has the 
role of identifying gaps in the regulation of financial systems and developing 
solutions to address these vulnerabilities. 


At its October 25, 2000, meeting in Montréal, the G-20 agreed on the 
importance of international codes and standards to reduce countries’ 
vulnerability to financial crises, and endorsed the Financial Stability Forum’s 
recommendations. The G-20 countries reaffirmed their commitment, made 
at the inaugural meeting of G-20 ministers and governors in Berlin in 
December 1999, to undertake the completion of ROSCs and FSAPs. 


Group of Twenty 


The Group of Twenty (G-20) was established in the fall of 1999 to ensure 
broader participation in discussions on international financial affairs among 
countries whose size or strategic importance gives them a particularly 
crucial role in the global economy. The G-20 consists of finance ministers 
and central bank governors from 19 industrialized and emerging market 
countries, and representatives from the European Union, the European 
Central Bank, and the IMF and the World Bank and their policy committees. 
Canada’s Minister of Finance, Paul Martin, was named the first chair of 
the G-20. 
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Following the 1995 Halifax Summit the Fund initiated work on new data 
standards to better inform markets of financial and economic developments 
and to strengthen Fund surveillance. Countries that are capital market 
borrowers are now making comprehensive data available to the public on 

a timely basis under the IMF’s Special Data Dissemination Standard (SDDS) 
established in April 1996. Information on the statistical practices of members 
subscribing to the new standard is posted on the IMF’s Dissemination 
Standards Bulletin Board (DSBB) on the Internet (http://dsbb.imf.org/). 
Canada was one of the first countries to subscribe to the new standard, 
and information on Canada’s statistical practices is posted on the DSBB 

at http://dsbb.imf.org/country/cancats.htm. 


In 1999 the Fund strengthened the SDDS by requiring the disclosure of 
additional information on international reserves on a monthly basis, with 
weekly disclosure of key reserve assets to be encouraged. A data template 
on international reserves was developed by the Fund in co-operation with the 
Committee on the Global Financial System of the Group of Ten (G-10) central 
banks. The template covers information on the amount and composition 

of reserve assets, other foreign assets held by the central bank and the 
government, short-term foreign liabilities, and related activities that can lead 
to demand on reserves (Such as financial derivatives positions and guarantees 
extended by the government for private borrowing). In July 1999 Canada 
became one of the first countries to disseminate the additional data required 
by the expanded standard. Moreover, Canada currently exceeds the reporting 
standard by releasing key data on its international reserves on a weekly basis. 
The Fund reviewed progress under the SDDS in March 2000, and a new 
external debt category with quarterly data disclosure has been incorporated 
into the standard. Subscribing countries have a three-year transition period, 
ending in March 2008, to implement the new data category. 


Reform of IMF Facilities 


A major achievement at the Fund in 2000 was the reform of the IMF’s 
non-concessional lending facilities. The objective of the review exercise was 
to adapt the Fund’s financial operations to better reflect the changing nature 
of the global economy. In March 2000 the Fund agreed to eliminate a number 
of little used and obsolete facilities and to streamline the Compensatory 
Financing Facility. Further discussions were held to secure more fundamental 
“renovations” to ensure more effective use of IMF resources and shift the 
focus of Fund lending toward crisis prevention. In November 2000 agreement 
was reached on a streamlined structure of lending facilities that aims to 
encourage countries to seek private sources of capital and discourage 
excessively long or large use of IMF resources. The key changes are: 
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e The Contingent Credit Lines facility, which was established in 1998 to 
provide members that meet strict eligibility criteria with a precautionary line 
of defence against external contagion, and which has not been used, was 
enhanced by making resources more readily available. The interest rate 
charged has been reduced by halving the initial surcharge over the 
standard rate of charge to 150 basis points and reducing the commitment 
fee that applies to larger Fund arrangements. In addition, monitoring under 
the Contingent Credit Lines will be less intensive than under other 
arrangements. 


e The terms of Stand-By Arrangements (the Fund’s core lending instrument 
to address temporary payments imbalances) and the Extended Fund 
Facility (the Fund’s facility for protracted balance of payment problems) 
have been adapted to encourage countries to avoid reliance on Fund 
resources for unduly long periods or in unduly large amounts. 


e The problem of unduly long use of Fund resources will be addressed 
through the introduction of schedules of early repurchase expectations, 
under which members able to repay before the final maturities of their 
loans will be expected to do so. 


e Interest surcharges have been added for the use of Fund resources 
above high levels of credit outstanding (i.e. above 200 per cent of quota) to 
discourage unduly large access. 


e Use of the Extended Fund Facility will be confined to those cases where 
there is a reasonable expectation that a member’s balance of payments 
difficulties will be relatively long-term, including because it has limited 
access to capital markets. In contrast to recent practice, the strength of the 
structural reform effort per se will not be considered sufficient reason for 
use of Extended Fund Facility resources. It is expected that the Extended 
Fund Facility would be especially appropriate for graduating Poverty 
Reduction and Growth Facility low-income countries and some transition 
economies that do not have access to capital markets. 


e To provide additional safeguards for Fund resources, and to help ensure that 
the achievements of arrangements are preserved, it has been agreed there 
should be more formal post-program monitoring by the IMF of economic 
developments and policies following the expiration of arrangements. 

A presumption of more formal post-program monitoring would apply for 
members with substantial credit outstanding at the end of an arrangement. 


An important feature of IMF arrangements is the “conditionality” that 
borrowing countries undertake to correct the underlying balance of payments 
problem and to restore their ability to repay the Fund. The implementation of 
conditionality has evolved in response to changes in the world economy and 
that of the IMF’s members. In particular, Fund conditionality has developed 

to reflect changes in adjustment needs and goals. Fund programs have 
broadened beyond traditional macroeconomic management to include 
structural or efficiency issues and the social dimensions of economic policies. 
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While this may have been appropriate in some cases, a number of concerns 
have been expressed about the impact and effectiveness of this conditionality. 
Critics generally contend that Fund conditionality has enjoyed only a 
moderate degree of Success; programs stray outside the Fund’s areas of 
expertise; conditionality has become over-extended, particularly in the area of 
structural policies; and borrowing countries may never take “ownership” of 
the programs. 


The G-7 Finance Ministers’ Report to Leaders emphasized that Fund 
conditionality should be focused and address issues of macroeconomic 
relevance. IMF Managing Director Kohler has acknowledged there has been 
a widening in the scope of the IMF’s activities. He noted that ownership and 
implementation are promoted when the Fund’s conditionality focuses on what 
is crucial for the achievement of macroeconomic stability and growth. Further, 
he noted that program design should take into account the social dimensions 
of adjustment programs and the unique characteristics of each country. At 

its meeting last fall in Prague, the International Monetary and Financial 
Committee — the IMF’s ministerial advisory body — encouraged the Fund to 
streamline and focus conditionality to improve the quality of Fund programs 
and enhance program ownership. As follow-up, the Fund will be reviewing 
the conditionality issue in the coming months. 


Safeguarding IMF Resources 


Clear cases of misreporting of information and misuse of IMF resources are 
rare, but recurring allegations of misuse of IMF resources and misreporting 

in 1999 and early 2000 pointed to the need for the Fund to reassess the 
adequacy of its existing procedures to safeguard its resources. The IMF 
viewed such allegations and incidents with concern, as they represent a threat 
to the credibility and integrity of the institution. Aided by a panel of outside 
experts, who provided an independent assessment of staff proposals, in early 
2000 the Fund adopted a multifaceted approach to strengthening the 
safeguards on the use of IMF resources. Central banks of member countries 
making use of Fund resources will have to publish annual financial statements, 
independently audited in accordance with internationally accepted 

audit standards. 


A two-stage process was also introduced. In the first stage, the central bank 
of a country seeking a new IMF arrangement would be asked to provide the 
Fund with information and documentation related to its internal control and 
external auditing procedures, and provide access to its independent auditors. 
If the central bank’s control, reporting and auditing mechanisms appear sound 
at this stage, no further steps would be undertaken. Otherwise, a second 
stage would involve on-site review, including by outside experts from 
recognized international accounting firms, and possibly technical assistance to 
improve control mechanisms. These measures are an important complement 
to existing safeguards provided through program design; conditionality and 
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monitoring; the transparency and governance initiatives, including the 
establishment and monitoring of codes and standards; and legal procedures 
to address cases of misreporting. The procedures and tools to address 
misreporting of information were also broadened and strengthened. 


Strengthening Governance and Accountability 


Better information on the activities of the IMF contributes to greater public 
understanding of the institution. In addition to supporting measures to 
enhance the transparency and accountability of the IMF, one of Canada’s 
priorities is the promotion of good governance. The Fund adopted guidelines 
in 1997 on.its role in issues of governance and is more actively emphasizing 
the links between poor governance and weak economic performance. 

With respect to transparency and accountability, in the past year the IMF: 


e Initiated the regular publication of information (the quarterly financial 
transactions plan) on the sources of financing for IMF lending. The IMF 
has been encouraged to explore ways to simplify its financial accounting 
to make its financial operations and statements more understandable 
to the public. 


e Established an independent evaluation office, a policy that Canada has 
advocated for some time. Canada’s representative on the IMF Executive 
Board, Thomas A. Bernes, chaired a Board committee that recommended 
the new unit and developed its terms of reference. Although the Fund has 
been conducting independent evaluations on an experimental basis since 
1996, some member governments and public interest groups proposed 
that the IMF establish a more systematic evaluation of its operations 
and policies. The new evaluation office, which will undertake objective 
assessments of the IMF’s operations, policies and programs, is expected 
to become operational later this year. 


e Established a Code of Conduct to provide the Executive Directors of 
the 24-member Executive Board, and their Alternates and Advisors, with 
guidance on ethical standards in carrying out their roles and responsibilities 
in the IMF. The Code mandates regular financial disclosure reports and 
underlines the importance of the observance of the highest standards 
of ethical conduct. 

e Approved a more systematic and transparent approach to adjusting the 
remuneration of the Managing Director, as recommended by a Board 
working group chaired by Canada’s Executive Director. In addition, details 
on the total remuneration of IMF management will be published in the IMF's 
annual report. 


In addition, the Fund is increasingly posting draft papers on important policy 
issues on its Web site so that the views of civil society and other segments of 
the public can be taken into account. 
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It is also important that the IMF decision-making structure remain 
accountable. The key challenge is to make IMF quotas more reflective of 
developments in the world economy and to ensure that Fund governance 
arrangements are representative of the membership. The report of an external 
experts group on the quota calculation process was reviewed by the Fund 
last summer, and IMF staff were asked to undertake additional work on the 
formulas that are used to help determine members’ quotas. The Fund is 
expected to review the results of this work later this year. In the meantime 
agreement was recently reached to increase China’s quota in order to better 
reflect its position in the global economy following the resumption of 
Chinese sovereignty over Hong Kong. 


How to Access Information at the IMF 


A vast array of Fund information — including fact sheets, press releases, 
speeches, the /MF Survey, annual reports, world economic outlooks, staff 
country reports, and working papers — is available on the Fund’s Web site 
at http://www.imf.org/. In addition, the IMF’s Publications Services provides a 
wide variety of Fund documents on the policies and operations of the IMF as 
well as world financial and economic developments: 

mw IMF annual reports 

World Economic Outlook 

International Capital Markets 

IMF staff country reports 


International Financial Statistics 


Annual Report on Exchange Arrangements and Exchange Restrictions 
m press releases 
mw /MF Survey 


Publications Services is located at 700 — 19th Street N.W., Washington, 
DC 20431, USA. Phone: (202) 623-7430; fax: (202) 623-7201. Internet 
e-mail address: publications@imf.org. 


Private Sector Involvement in Crisis Prevention and Resolution 


Ensuring that private investors are appropriately engaged in the prevention 
and resolution of international financial crises is generally agreed to be a 
critical aspect of ongoing initiatives to adapt the international financial 
architecture to reflect today’s world of large-scale private capital flows. Indeed, 
an approach where the official sector shoulders the burden of financing the 
massive outflow of capital characteristic of recent financial crises is neither 
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sustainable, given that the scale of private capital flows dwarfs the resources 
of the official sector, nor is it desirable, as it serves to distort the assessment 
of risk and return in international capital markets and encourages destabilizing 
lending decisions. 


Over the past two years Canada has been outspoken on this issue and 
believes that the IMF has an important role to play in establishing an 
operational framework for improved private sector involvement in crisis 
management. This reflects the IMF’s position at the centre of the international 
financial system and, more importantly, the fact that it has a number of 
mechanisms at its disposal (Such as its ability to lend into arrears to private 
creditors) that could facilitate a more orderly and co-operative resolution of 
international payment problems. Discussions by the IMF Executive Board 
regarding the principles and modalities of private sector involvement have 
intensified over the past year, and encouraging progress has been made 

in outlining a broad set of operational guidelines. 


This progress is reflected in the April 2000 International Monetary and 
Financial Committee communiqué, which elaborated on a Fund approach 

to those cases where the early restoration of market access on terms 
consistent with medium-term external sustainability is judged unrealistic and 

a debt restructuring or debt reduction is deemed necessary. This is clearly an 
encouraging step forward, but Canada attaches priority to articulating aspects 
of the framework that as yet remain undefined. This is particularly true with 
regard to the steps the official sector should take if a voluntary resolution 

of payment problems is not forthcoming. 


Poverty Reduction and Debt Relief 


Canada places a high priority on reducing poverty and ensuring that debt 
relief does indeed go to this purpose. Although the World Bank is the central 
institution for poverty reduction, macroeconomic stability - a key condition 

for achieving poverty reduction and growth — is the responsibility of the IMF. 

In conjunction with the enhanced debt reduction scheme for heavily indebted 
poor countries, and as part of its contribution to the global anti-poverty effort, 
the IMF replaced its concessional facility, the Enhanced Structural Adjustment 
Facility, with the more focused Poverty Reduction and Growth Facility in 1999. 
As a consequence, direct anti-poverty measures are playing a central role in 
programs supported by the IMF, World Bank and other lenders. Programs 
supported by the Poverty Reduction and Growth Facility (and the World 
Bank’s concessional window -— the International Development Association) are 
being framed around a comprehensive, nationally owned Poverty Reduction 
Strategy Paper prepared by the borrowing country and based on a process 
involving the participation of civil society, non-governmental organizations, 
donors and international institutions. The Fund's role in this area is covered 
more extensively in the “Joint Issues” section and in the World Bank report. 
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Lending Developments in 2000 


A core activity of the Fund is to provide short- and medium-term financial 
assistance to members faced with balance of payments difficulties. The 
objective is to enable countries facing such difficulties to correct temporary 
payments imbalances with a minimum of disruption to the international 
monetary system. The provision of financing from the IMF, as well as the 
additional financing that an arrangement with the Fund often attracts from 
other sources, enables countries to undertake smoother economic 
adjustment. 


At the end of 2000 the IMF had lending arrangements worth SDR 44.2 billion 
in place for 57 member countries (see Annex 1). Drawings by these countries 
in 2000 decreased to SDR 7.7 billion as demand for Fund resources 
continued to ease from the exceptionally high level experienced in 1998. The 
reduction in lending reflected the relatively favourable global economic and 
financial conditions throughout most of the year and the continuing recovery 
of some member countries from the severe crises that affected their 
economies in 1998. Turkey received the largest disbursement, drawing SDR 
1.7 billion under the Supplemental Reserve Facility, the Fund’s short-term 
lending facility that addresses crisis situations, and SDR 0.9 billion under a 
Stand-By Arrangement. Indonesia received the largest amount under the 
Extended Fund Facility - SDR 0.8 billion. As in the previous year, reourchases 
(repayments) exceeded purchases in 2000, in large part due to repayments 
from countries that had drawn large amounts during past financial crises. 
Brazil and Russia made large repayments, as did Mexico, which repaid all 

its obligations to the IMF. 


Table 1 
IMF Resource Flows 
1999 2000 
(in SDR billions) 
Total purchases TOS ffi, 
Of which: 
Stand-By Arrangements 18 50 
Extended Fund Facility es, Te 
Compensatory Financing Facility On7, 0.0 
Poverty Reduction and Growth Facility One OS 
Other 0.0 0.1 
Total repurchases 19.4 oc 
Net repurchases -8.6 -8.1 


Lending decreased slightly under the IMF’s concessional facility, the 
Poverty Reduction and Growth Facility. No drawings were made under the 
Compensatory Financing Facility, one of the Fund’s other special-purpose 
facilities, which was streamlined and rationalized in early 2000. 
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Managing Canada’s Interests at the IMF 


The Minister of Finance is Canada’s Governor at the IMF and is responsible 
for the management of Canadian interests at the Fund. The Minister exercises 
influence on IMF issues through Canada’s Executive Director at the Fund’s 
Executive Board, interventions at the spring and fall meetings of the 
International Monetary and Financial Committee, his plenary speech at the 
IMF and World Bank annual meetings, and periodic meetings with the 
Managing Director of the Fund (the Minister’s speeches are available on the 
Department of Finance Web site at http://www.fin.gc.ca/). The Governor of 
the Bank of Canada is Canada’s Alternate Governor of the IMF. The Governor 
also attends the Fund’s spring and fall meetings. 


The management of Canada’s interests in the ongoing work of the IMF is 
the responsibility of the Executive Director, Thomas A. Bernes, Canada’s 
representative on the Executive Board. He is one of 24 Executive Directors. 
In addition to Canada, he represents 11 other countries (Ireland and 

10 Caribbean countries), which form a constituency at the Executive Board. 
Of the 24 members of the current Executive Board, 12 are from developing 
or transition countries and 12 from industrialized countries. As the main 
decision-making body of the Fund, the Board normally meets three times 

a week. 


The Department of Finance co-ordinates Canadian policy advice on IMF 
issues and Canada’s operational interests in the IMF. The Bank of Canada 
also works closely with the Department of Finance in providing advice on 
issues of interest to Canada’s Executive Director. Other involved government 
organizations include the Department of Foreign Affairs and International 
Trade and the Canadian International Development Agency. Within the 
Department of Finance, the Finance Minister’s Meetings Secretariat and 

the International Finance and Economic Analysis Division are specifically 
responsible for conducting analyses and preparing advice on the policy issues 
and specific country programs that are brought before the Executive Board. 
The Department and Canada’s Executive Director’s office also work closely 
with Canada’s World Bank Executive Director’s office and meet frequently 
with Canadian non-governmental organizations. 


Parliament is informed of the activities and operations of the Bretton Woods 
institutions through the tabling of the annual report on their operations, the 
communiqués of the International Monetary and Financial Committee and 
the Development Committee, and appearances of the Canadian Executive 
Directors and departmental officials before parliamentary committees. 
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Canada’s Voting Record 


Since most decisions at the Fund are taken on a consensus basis, formal 
votes by Governors and the Executive Board are rare. Canada attempts to 
influence the development of Fund policy proposals before they are brought 
to the Board (often through the circulation of memoranda outlining Canadian 
positions) or to influence other members in the course of Board discussions. 
But in 2000 Canada voted against an increase in the remuneration of IMF 
Executive Directors and abstained on a vote to increase IMF staff salaries. 
Canada also abstained on a decision on Rwanda’s heavily indebted poor 
country debt relief package and did not support the restoration of Sudan’s 
voting and related rights in the IMF (related to the country’s protracted 
arrears to the Fund) in August 2000, considering it premature to lift 
the suspension. 


Canada’s Office at the IMF 


In addition to the Executive Director, Canada’s office is staffed by two 
Canadian advisors and a technical assistant. Ireland staffs the Alternate 
Director’s position and the Caribbean countries staff a third advisor’s position. 


The primary responsibility of the Executive Director’s Office is to represent the 
interests of Canada and the other members of the constituency at the Fund’s 
Executive Board. The office participates in the Board’s discussions of a wide 
variety of policy, operational and administrative matters, including surveillance 
issues and country assistance requests and reviews. 


Canadian Members of the Executive Director’s Office 


Executive Director: Thomas A. Bernes 
Canadian Advisor: Jeffrey Allen Chelsky 
Canadian Advisor: Paul Fenton 


Canadian Assistant: John Nelmes 
Phone/fax: (202) 623-7778/(202) 623-4712 


Address: 11-112, 700 — 19th Street N.W., 
Washington, DC 20431, USA 
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Canada’s Financial Participation 


Canada’s financial participation in the IMF consists primarily of its quota 
subscription. Canada’s quota following the increase associated with the 
Eleventh Review is SDR 6,369.2 million, or about 3 per cent of total quotas. 
Canada’s quota subscription is a government asset, which is made available 
to the Fund partly in Canadian dollars and partly in reserve currencies, such 
as US dollars or SDRs. These latter non-Canadian dollar amounts continue 
to be part of Canada’s foreign exchange reserves. As an asset, Canada’s 
quota subscription is not recorded as an expenditure item in the budget of 
the Canadian government. 


Only a tiny portion of the Canadian dollar part of its subscription is actually 
held in cash by the IMF. The balance is held by the Bank of Canada in the 
form of demand notes, which are available to the Fund in the event it needs 
to draw upon additional resources. Canada earns interest on its quota 
subscription when the Canadian dollar is used in Fund lending operations, 
i.e. drawn by other member countries. In 2000 Canada received SDR 

72.9 million on its net creditor position in the IMF. The net income from 
Canada’s net creditor position with the Fund is paid into the Government of 
Canada’s Exchange Fund Account, adding to the foreign exchange reserves. 


Table 2 
Canada’s Financial Position in the IMF 


December Ol, 2000 December 31, 1999 
(in SDR millions) 


Quota 6,369.2 6,369.2 
Fund holdings of Canadian dollars 4,443.4* 4,061.3" 
Reserve position in the Fund VOZS.oe 2307.0" 


“In accordance with Fund regulations, at least 0.25 per cent of Canada’s quota is held by the IMF 
in a Canadian dollar cash deposit at the Bank of Canada. The Fund’s remaining Canadian dollar 
holdings are in the form of non-interest-bearing demand notes, also kept by the Bank of Canada. 


“This is the amount Canada is entitled to draw on demand from the IMF for balance of payments 
purposes. Canada’s reserve position in the Fund is the result of the portion of Canada’s quota 
subscription made available to the Fund over time in reserve currencies, the use of the Canadian 
dollar in Fund financial transactions with other members, and loans to the IMF under borrowing 
arrangements such as the General Arrangements to Borrow and New Arrangements to Borrow. 
As the name suggests, Canada’s reserve position in the Fund is a part of Canada’s official foreign 
exchange reserves. 
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Special Drawing Rights 


m The special drawing right (SDR) is an international reserve asset created by 
the IMF and allocated periodically to its members as a supplement to their 
foreign currency and gold reserves. 


mw A general SDR allocation requires a determination by the IMF Board 
of Governors that there is a global need to supplement existing 
reserve assets. 


m SDRs were first allocated to members in 1970. There have been two other 
general allocations, the most recent undertaken in 1981. The outstanding 
stock of SDRs currently totals SDR 21.4 billion. 


m In September 1997 IMF Governors approved a special one-time allocation 
of SDR 21.4 billion that will ensure that all members receive an equitable 
share of cumulative SDR allocations (the amendment to ratify the allocation 
has not yet been accepted by a sufficient majority of members). 


m Canada has received allocations totalling SDR 779.3 million. Following the 
special one-time allocation, Canada’s allocations will increase to SDR 
1,266.5 million. 


At the end of the year Canada’s holdings of SDRs amounted to SDR 
440.6 million, or 56.5 per cent of Canada’s cumulative allocation of SDRs. 
In 2000 Canada held SDRs in an amount lesser than its allocation, and so 
paid net interest of SDR 16.0 million.2 


Last year, in line with earlier commitments, Canada made further contributions 
to the IMF’s Poverty Reduction and Growth Facility, formerly the Enhanced 
Structural Adjustment Facility. The facility provides financial support on 
concessional terms to low-income countries facing protracted balance of 
payments problems. In April 2000 the Government authorized an additional 
SDR 200 million of new lending to the facility. Canada’s total commitment to 
the Poverty Reduction and Growth Facility is a loan of SDR 700 million and 

a grant of approximately SDR 190 million. At the end of 2000 loan payments 
under these arrangements totalled SDR 487 million of the SDR 700 million, 
and subsidy contributions equalled SDR 150.5 million of the SDR 190 million. 


Further, Canada is a participant in a financing arrangement established to 
supplement the Fund’s regular resources in the event of financial crises, 

the New Arrangements to Borrow (NAB), which was not activated in 2000 
(see box next page). Canada is also a participant in the General Arrangements 
to Borrow (GAB), an earlier credit arrangement established by the G-10. 
Canada’s GAB commitment is the equivalent of SDR 892.5 million. This line 

of credit was not used in 2000. 


2 When a member’s holdings of SDRs is greater (lesser) than its cumulative allocation, 
that member (the Fund) receives interest on the difference. 
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New Arrangements to Borrow 


The following are the main features of the NAB, which came into force in 1998: 


m Participating countries will make loans to the IMF when supplementary 
resources are needed to forestall or cope with an impairment of the inter- 
national monetary system, or deal with an exceptional situation that poses 
a threat to the stability of the system. 


m= Twenty-five countries have agreed to lend up to SDR 34 billion (about 
C$68 billion) to the Fund in the case of financial emergencies. 


m Canada’s share in the arrangement is 4.1 per cent, in the form of a commit- 
ment to provide non-budgetary loans to the IMF from its international 
reserves. 


m The NAB does not replace the GAB, which will remain in force. However, the 
NAB will be the first and principal recourse of the IMF in the event of a need 
for supplementary resources. 


Challenges Ahead 


A key challenge for the Fund is to ensure that its mission meets the needs 
of an increasingly integrated global economic system. The evolution of the 
Fund's place in the international financial system must continue to reflect 
changes in the world economy. In particular, there is a need to assess the 
role of the Fund in a world of large-scale private capital flows. To meet 
these challenges: 


e The Fund should continue to work in partnership with the World Bank and 
other global institutions to help countries adopt the policies that will enable 
them to benefit from globalization. The Fund is well placed to help ensure 
that the benefits of globalization are as widely shared as possible. 


e The Fund also needs to enhance the ownership and implementation of 
Fund-supported programs. These objectives can be promoted when the 
Fund’s conditionality focuses predominantly on the measures that are 
needed to achieve macroeconomic stability and growth and pays due 
respect to a country’s specific circumstances and implementation capacity. 


e The Fund should work to make IMF quotas more reflective of developments 
in the world economy and ensure that Fund governance arrangements 
are representative. 
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WORLD BANK 


Overview 


Membership in the World Bank affords Canada an important voice on key 
development issues in the world’s premier multilateral development bank. 
With 182 members,’ and loans and credits outstanding to 88 developing and 
transition member countries in fiscal year (FY) 2000 (ending June 30, 2000), 
the World Bank has a far-reaching impact on global development and poverty 
reduction. In addition, it provides policy advice and financial support crucial 
to improving members’ longer-term development and poverty reduction 
prospects. It also assists members, both developing countries and countries 
in transition from planned to market economies, by providing concessional 
assistance and improved access to world financial markets for development 
ourposes. In over 50 years of existence the World Bank has provided nearly 
US$470 billion in loans to the developing world (see Annex 3). 


In FY 2000 the World Bank (International Bank for Reconstruction and 
Development [IBRD]/International Development Association [IDA]) committed 
loans and credits of about US$15.0 billion to developing and transition 
countries (see Annex 2). This amount was considerably below the FY 1999 
total of US$29.0 billion and the FY 1992-97 average of US$21.5 billion. This 
decrease was mostly attributable to the 50-per-cent fall in IBRD (the World 
Bank’s non-concessional loan window for middle-income countries) lending 
and reflected significantly lower Bank adjustment lending to countries in 

East Asia, particularly to the financial sector in the region, as these economies 
recovered from the effects of financial crises. IBRD lending fell to 

US$10.9 billion in FY 2000, compared to US$22.2 billion in FY 1999. 


With the countries of East Asia recovering from the financial crisis of 1997-98, 
the geographic and operational focus of the Bank’s lending activities has 
shifted. East Asia accounted for only US$1.5 billion in Bank lending in 

FY 2000 (or 10 per cent of total lending), down from US$8.8 billion in FY 1999 
(or 30 per cent of total lending). While East Asia registered the largest regional 
decline in Bank lending, volumes fell in all geographic regions except Africa. 
Lending to a wider group of “crisis” borrowers (Argentina, Brazil, Indonesia, 
the Republic of Korea, Russia and Thailand), which had accounted for 
US$13 billion in Bank lending in FY 1999 (or 45 per cent of total lending), 

fell to US$1.8 billion in FY 2000 (or 12 per cent of total lending). This fall in 
demand for IBRD financing can be explained by the increasing access to 
private capital that many of these economies have regained since 1998. 
While the Latin American and Caribbean region accounted for the largest 
regional share of Bank loans, Turkey and China were the largest and second 
largest individual Bank borrowers in FY 2000. 


3 San Marino joined as the 1824 member of the World Bank on September 21, 2000. At the 
time of publication, the Federal Republic of Yugoslavia (FRY) was negotiating its membership 
application with the World Bank. Membership will depend on an agreement to settle the FRY’s 
share of the outstanding debt to the World Bank arising from the membership of the former 
Socialist Federal Republic of Yugoslavia. 
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The Bank still plays a role in providing support to countries in financial 
difficulty. A rapid deterioration in Turkey’s financial situation in November 2000 
led to increased adjustment lending to that country late in the calendar year. 
In December 2000 (at the end of the first half of the Bank’s 2001 fiscal year), 
the Bank approved US$5 billion in adjustment lending to Turkey for the 
December 2000 to June 20083 period. This adjustment lending will support 
efforts to create employment, protect and expand social services, and 
improve public sector and environmental management. 


However, with significantly decreased overall demand from crisis-affected 
countries, the Bank is now refocusing on its central goal of supporting poverty 
reduction, The Bank’s operations are being geared increasingly to assisting 
developing countries meet the International Develooment Goals to halve 
world poverty by 2015. These targets were adopted following a number 

of international conferences during the 1990s and were endorsed by world 
leaders at the Millennium Summit in September 2000. 


The lower volume of total Bank lending operations in FY 2000 was also 

a reflection of a change in the nature of the projects being financed by the 
Bank. In line with its increasing stress on a comprehensive approach to 
supporting country-led poverty reduction strategies, Bank operations are 
moving away from large-scale infrastructure projects and are focusing 
more on smaller operations that support institution building and human 
development (i.e. education, health, nutrition, social protection, civil service 
reform and improved governance). This shift is reflected in smaller average 
Bank loans. In FY 2000 the Bank approved, on average, loans of 

US$69 million compared to US$93 million in FY 1990. 


In contrast to its falling lending volumes, in FY 2000 the Bank increased its 
emphasis on non-lending services in order to enhance the aid effectiveness of 
its operations. The Bank provides a wide range of advisory, analytical, training 
and knowledge-related services in support of building domestic capacities. 
Through its non-lending activities, the Bank provides valuable policy advice 
that can bolster the effectiveness of its investment and adjustment lending. 


FY 2000 was the final year of the three-year Strategic Compact between 
Bank management and shareholders, which was approved by the Executive 
Board on March 31, 1997, and provided a US$250-million increase in 
budgetary resources for a 30-month period in support of an ambitious 
program to refocus the Bank’s activities on support for country-driven poverty 
reduction initiatives. The Strategic Compact aimed to make the Bank more 
responsive to shareholders. Reflecting management’s commitment under the 
Strategic Compact to return to pre-Compact levels, the Bank’s administrative 
budget for FY 2000 was US$1.445 billion, or US$106 million lower than 

FY 1999. In June 2000 Executive Directors approved a total administrative 
budget for FY 2001 of US$1.442 billion. 
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World Development Report 2000-2001 


In mid-2000 the Bank released the World Development Report 2000-2007: 
Attacking Poverty (WDR), which is a landmark study of the causes of and 
possible approaches to combatting poverty. Building on the Bank’s last 
comprehensive assessment of poverty that was published in 1990, the 
WDR extends the analysis of poverty reduction beyond the impact of 
economic growth and examines the impacts of more equitable distribution 
of opportunities. The WDR concludes that, to combat poverty effectively, 
developing countries need to develop strategies that go beyond the 
promotion of labour-intensive growth and human capital development. 
They need to focus on the broader institutional context and address structural 
inequalities and social barriers to disadvantaged groups (e.g. the very poor, 
women and minorities) that perpetuate poverty within countries. 


The WDR proposes, at the country level, a general framework for action 
based on three pillars: 


¢ promoting economic opportunities for the poor through equitable growth, 
better access to markets and expanded assets; 


e facilitating empowerment by making state institutions more responsive to 
the poor and removing social barriers that exclude women, ethnic minorities 
and the socially disadvantaged; and 

e enhancing security by preventing and managing economy-wide shocks 
and providing mechanisms to reduce the vulnerability of the poor. 


Beyond country actions, the WDR concludes that international actions are 
also required to promote poverty reduction. These would entail actions to 
promote international financial stability and lessen the risks of financial crises; 
ensure that technological, scientific and medical innovation benefit poor 
countries; reduce developing country debt; ease the administration of Official 
Development Assistance; improve access to developed country markets; 
and increase the voice of developing countries in international fora. 
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How the World Bank Group Works 


The World Bank Group is made up of four complementary but distinct 
entities: the International Bank for Reconstruction and Development (IBRD), 
the International Development Association (IDA), the Multilateral Investment 
Guarantee Agency (MIGA) and the International Finance Corporation (IFC). 


The IBRD and IDA (together commonly known as the World Bank) both 
provide funding for investment projects and for adjustment — or economic 
reform — operations. The IBRD lends funds on commercial terms (charging 
an interest rate that is slightly above its own borrowing costs) to the better-off 
borrowing members, while IDA provides interest-free credits to the poorest 
borrowers. The IBRD gets its funds primarily from borrowing on international 
markets, on the basis of its triple-A credit rating. In effect, the IBRD on-lends 
to borrowing countries at a rate of interest much lower than that which they 
could secure on their own borrowings. IDA, on the other hand, receives grant 
funding from donors and other sources, including World Bank net income. 
As of June 2000 the outstanding IBRD loans and IDA credits amounted to 
US$120.1 billion and US$85.2 billion, respectively. 


The IFC supplements the activities of the IBRD and IDA by undertaking 
investments on commercial terms in productive private sector enterprises. 
The IFC provides such services as direct private sector loans, equity 
investments, resource mobilization and technical assistance. As of June 
2000 the total outstanding loans and equity investment of the IFC were 
equivalent to nearly US$11 billion. MIGA’s mandate complements that of the 
IFC: it promotes private foreign direct investment in developing countries, 
primarily by providing insurance against non-commercial risk, Such as the 
risk of Currency inconvertibility during civil conflict. MIGA’s outstanding 
portfolio as of June 2000 amounted to US$4.4 billion. 


31 


REPORT ON OPERATIONS UNDER THE 


Benefits of Membership 


m Canada’s voting share of about 3 per cent in the World Bank gives it a seat 
on the Bank’s 24-member Executive Board and on the joint IMF/World Bank 
Development Committee. Canada has the opportunity, both at the Executive 
Board and in discussions with Bank staff, to provide direct input into the 
formulation of Bank policies and operational decisions. Canada and other 
shareholders help to guide the Bank in improving developing countries’ 
economic, social and environmental performance. Given the Bank Executive 
Board’s constituency representation system, the Executive Director for 
Canada also represents Ireland and 11 Caribbean countries. The Canadian 
Executive Director is the only G-7 representative on the World Bank board 
that represents a heavily indebted poor country (HIPC) (Guyana). 


m Participation in the Bank affords an opportunity to influence international 
development policy issues of concern to Canadians. Canada is a leading 
voice at the Board of Directors’ discussions on the implementation of the 
enhanced HIPC debt initiative, as well as at the policy discussions that led 
to establishing a closer link between the HIPC debt initiative and poverty 
reduction goals. 


m Canada benefits from the Bank’s leadership role in bringing together donors 
to respond quickly to emergency situations in countries in post-conflict 
situations. The World Bank provided Canada with a forum for working with 
other donors to establish a common position to deal with the financial crises 
in emerging markets. In the context of the Middle East peace process, 
Canada has been closely involved with the Bank’s efforts to mobilize 
resources for the West Bank and Gaza. Through our engagement with the 
World Bank, Canada’s influence in the developing world can be leveraged 
beyond what could be achieved through its bilateral programs. 


m Canada benefits from the role the World Bank plays in bringing together 
donors for Consultative Groups (CGs) to provide assistance to specific 
countries in need. Through CGs, donor countries are able to better co- 
ordinate their policy advice and operational programs to provide more coher- 
ent advice to borrowers and to maximize the impact of their operations. Last 
year the World Bank participated in 25 separate CGs and donor groups. The 
Canadian International Development Agency (CIDA) and other donors also 
benefit from the Bank’s co-ordination of major international programs, such 
as the Strategic Partnership with Africa. This co-ordination process is now 
being enhanced through the Poverty Reduction Strategy Papers and the 
Comprehensive Development Framework of the Bank. 


w The Canadian government is able to draw on the Bank’s research and policy 
work to enrich its understanding of international development. Consultation 
with Bank managers and analysts allows CIDA staff to draw on the Bank’s 
significant analytical and technical expertise, gain a more comprehensive 
understanding of the social and economic policy environment in recipient 
countries and situate Canadian bilateral assistance appropriately. 


gm Finally, Canadian companies and individuals enjoy substantial procurement 
benefits from Canada’s membership in the World Bank Group. Disbursements 
in FY 2000 for Canadian goods and services totalled US$95 million, bringing 
total cumulative disbursements to more than US$3.7 billion. 
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Supporting Country-Led Development 
and Poverty Reduction Strategies 


Over the past year the Bank has continued to assimilate into its operations 
the principles of country-led development that underpin the Comprehensive 
Development Framework (CDF). The Bank continued with the 12 CDF pilot 
cases in 2000.4 Under the pilots national authorities formulate a long-term 
strategic vision that seeks to incorporate social, structural and institutional 
factors into national development strategies. The CDF pilots have sought to 
use national consultative processes to promote ownership of development 
programs among governments and civil society stakeholders. While the 

12 CDF pilots showed uneven progress in FY 2000, some non-pilot countries 
initiated more comprehensively based development strategies, and within 
the Bank there was a continuing shift in development strategy away from 
project-based planning to country-based planning. An even more dramatic 
development, however, has been the rapid evolution of Poverty Reduction 
Strategy Papers (PRSPs) into more comprehensive statements of national 
development policy. The PRSPs were originally conceived in 1999 as a 
comprehensive policy mechanism to link HIPC debt relief more closely 

with poverty reduction initiatives. In drafting PRSPs, developing country 
governments are working towards the types of widely based consultative 
processes and broader development planning that underpin the CDF. 


As an example of the Bank’s new approach to supporting nationally driven 
poverty reduction initiatives, in January 2001 the Bank approved loans of 
US$60 million and US$30 million for Nigeria and Senegal respectively. These 
loans were provided to the national governments and local communities to 
help boost their capacity to implement poverty reduction initiatives by working 
together to develop community-based initiatives for basic social and 
economic infrastructure. 


The main challenges of the CDF and PRSP approach are: enhancing the 
institutional capacity of the developing country governments to both plan 

and implement comprehensive poverty reduction strategies; ensuring 
governments are willing and able to sustain, over the medium and longer 
term, commitments to good governance and the principles of the CDF; 
ensuring an appropriate balance between CDF/PRSP consultative processes 
and the legitimate mandate of elected officials in recipient countries to set 
strategic priorities and to make decisions; and enhancing donor co-ordination. 


This shift in Bank operations to support country-owned development and 
poverty reduction strategies is partially reflected in the continuing high level of 
adjustment lending in overall Bank financing.® While the share of adjustment 
lending fell to 41 per cent of overall Bank lending in FY 2000, compared to 
63 per cent in FY 1999 (when the mechanism was used to provide social and 
financial sector support to crisis countries), adjustment lending is used 


4 The countries and regions covered under the CDF pilot are: Bolivia, Céte d'Ivoire, the 
Dominican Republic, Eritrea, Ethiopia, Ghana, the Kyrgyz Republic, Morocco, Romania, 
Uganda, Vietnam and the West Bank/Gaza. 

© An “adjustment loan” is a rapidly disbursing lending instrument used by the Bank to provide 
support for a government's structural reform program. The bulk of the Bank’s total lending 
operations, however, are in the form of “investment loans,” which are disbursed over the 
medium- to long-term implementation periods of specific development projects. 
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to support sector-wide reforms and restructuring in a number of areas. 
Sector-wide and adaptable lending programs support efforts by developing 
countries to address complex and interrelated problems in a sector or 
sub-sector. A sector-wide approach encourages donor co-ordination and 
partnership, and potentially reduces the cost to government of dealing with 
multiple development agencies. Bank sector-wide and adaptable program 
lending have expanded considerably. In the Africa region sector-wide and 
adaptable lending now account for 35 per cent of Bank loans. In sectoral 
terms, most of the Bank’s adjustment lending supports public sector 
management, financial sector reforms and improved governance. 


In its FY 2000 annual report on the development effectiveness of Bank 
activities, the Operations Evaluation Department (OED), the independent 

unit that assesses Bank operations, judged that the adjustment lending 
outcomes strengthened during the 1990s. OED attributes this steady 
improvement to the incorporation of lessons from early Bank experiences 
with adjustment lending, including increased attention to borrower ownership, 
fewer loan conditions, and increased use of single tranche operations that 
disburse on the basis of policy actions taken, rather than on the basis of 
policy commitments. OED also attributes the improvement in the development 
effectiveness of adjustment lending to the increased focus in Bank operations 
on countries that are committed to and implementing good policies. 


To ensure that poverty reduction remains at the heart of the Bank’s 
operations, the Poverty Reduction and Economic Management Network 
(PREM) was established in 1997. PREM, which is charged with developing 
an overall approach to poverty evaluation, advises Bank country teams on 
the poverty reduction impacts of emerging policies, programs and individual 
projects. Country-specific poverty assessments continue to provide valuable 
support for the Bank’s poverty reduction efforts. Given a stronger emphasis 
on strengthening rule of law, PREM is also developing institutional and 
governance assessments to be incorporated into Country Assistance 
Strategies. In FY 2000 the Bank completed 10 country poverty assessments, 
which covered roughly one-third of the world’s poorest people. However, the 
quality of poverty data is uneven, and the Bank continues to work to improve 
the consistency of these assessments. 


Global Public Goods 


Issues that affect poverty reduction are not restricted to the country level. 
Responding to requests from shareholders, the Bank has become much more 
active, in co-operation with other multilateral and bilateral agencies, in 
addressing development challenges that cross national frontiers through the 
promotion of “global public goods.” Five broad areas of global public goods 
were endorsed by the Development Committee in 2000 for potential support 
from the World Bank. The areas identified were financial and economic 
governance; trade; communicable and infectious diseases such as HIV/AIDS: 
the global environment; and information and knowledge. In FY 2000 the Bank 
increased its operational focus on combatting infectious disease, and 
HIV/AIDS in particular. 
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The Bank Helps Countries to Fight HIV/AIDS 


HIV/AIDS is no longer only a public health issue: the high infection rates in 
developing countries are killing or incapacitating many of the most productive 
individuals in these economies and have transformed the disease into a 
development crisis that threatens economic and social stability. In the 
hardest-hit countries, most of which are in Sub Saharan Africa, HIV/AIDS 
threatens to reverse all of the development gains achieved over the last 
30 years. Some 24 million people, or 8.6 per cent of the population of Sub 
Saharan Africa, are infected. By the end of FY 2000 the Bank had committed 
more than US$1 billion for 99 HIV/AIDS-related projects in 56 countries. 
HIV/AIDS programming is likely to rise in the near future as more countries 
turn to the Bank for technical and financial assistance. The Bank is 
committed to dramatically increasing the level of its HIV/AIDS response. 
At the April 2000 meeting of the Development Committee, the Bank stressed 
that it would provide substantial support for well-designed national HIV/AIDS 
programs. 


In FY 2000 the Bank put in place a number of HIV/AIDS programs, including 
IDA’s Multi-Country HIV/AIDS Program for Africa (MAP). The MAP is an 
innovative, fast-disbursing and flexible US$500-million loan framework facility 
for prevention and treatment throughout the continent. Sub-projects for 
Kenya, Ethiopia and Ghana have already been approved under the MAP, with 
additional sub-projects for Uganda, Cameroon and Gambia expected to be 
ready for consideration in early 2001. A separate HIV/AIDS project that 
supports health sector reform in Kenya was also approved in 2000. The 
Bank has also committed to HIV/AIDS prevention projects in Bangladesh, 
the Caribbean countries, Asia (especially India) and Russia. 


Other transnational issues that the Bank is focusing on include environmental 
protection and natural disaster response. Bank support has taken the form of 
direct financing as well as research and advocacy and advisory services, 
capacity building, standard setting, donor co-ordination activities and resource 
mobilization. Specific examples of Bank support for global public goods 
include its partnership with the Joint United Nations Programme on HIV/AIDS 
and the Global Alliance for Vaccines and Immunization in Sub Saharan Africa. 
Another example is its partnership with other international agencies, donor 
governments and private organizations in the persistent organic pollutants 
(POPs) trust fund, which was established in 2000 with funding from a variety 
of donors, including CIDA, to help developing countries. In March 2000 CIDA 
and the World Bank established a $20-million POPs trust fund that will 
support capacity building in developing and transition economies to reduce 
or eliminate releases of POPs. Financial stability is another important global 
public good, and the Bank has launched the Global Development Network 

to support the sharing of information and views from a worldwide network of 
research and policy institutes on issues such as competition strategies and 
corporate governance. 


35 


REPORT ON OPERATIONS UNDER THE 


The Bank is also increasing its efforts to catalyze private sector support for 
development and poverty reduction programs. In FY 2000, in co-operation 
with the United Kingdom and Japanese governments, the World Bank 
launched a multidonor technical assistance facility — the Public-Private 
Infrastructure Advisory Facility (PPIAF) — to help developing countries improve 
the quality of their infrastructure through private sector involvement. The 
PPIAF channels technical assistance to developing countries and identifies, 
disseminates and promotes best practices on private sector involvement in 
infrastructure. In FY 2000 the PPIAF approved grants of over US$15 million 
for some 70 separate activities. 


Consultation and Information Disclosure 


Consultations with civil society, organized by national governments, are a 
cornerstone of the Poverty Reduction Strategy Papers. For its part, the Bank 
has been expanding its own consultations with civil society groups on its own 
policies and procedures. In FY 2000 the Bank conducted consultations with 
civil society and with national and international non-governmental organization 
(NGO) representatives on a wide range of operational issues, including natural 
disaster responses, social sector intervention and long-term development 
initiatives. To promote greater dialogue with national and international NGOs, 
the Bank organized a series of briefings for NGOs at the Bank/Fund spring 
and annual meetings in 1999 and 2000, which covered topics such as HIPCs, 
civil society engagement in the Comprehensive Development Framework, 

and the Bank’s independent Inspection Panel. 


Over the past eight years the Bank has steadily expanded the categories 

of information that it makes available to the public. For instance, all Country 
Assistance Strategies for IDA countries are released as are, among others, 
Board documents related to the HIPC debt initiative, project information 
documents, and environmental assessments of high-risk projects. However, 
with shareholders calling for increased transparency in all international financial 
institutions, combined with the introduction of a number of new categories of 
documents as well as more recent concern about the scope of the application 
of the Bank’s disclosure policy, in 2000 the Bank initiated a review of its 
information disclosure policy. The preliminary results of this review were 
presented to Executive Directors in mid-2000; a draft information disclosure 
policy document was posted on the Bank’s Web site and global public 
consultations on the draft policy were initiated. These consultations 

are expected to close at the end of March 2001, at which time a final policy 
will be drafted and presented to the Executive Board for consideration. 


The Bank’s draft information disclosure policy continues to be based on the 
premise of disclosure, subject to certain minimum constraints (such as 

those needed to protect confidential or proprietary information received from 
third parties, the integrity of the deliberation process and the personal privacy 
of Bank staff). The draft policy proposes to expand the categories of 
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documentation that would be released to the public, such as Transitional 
Support Strategies for post-conflict countries, safeguard assessments, 
evaluation documents, operational memoranda and the Board Chairman’s 
concluding remarks following discussion of documents that are themselves 
subject to disclosure. The proposed policy would also open documents in the 
Bank’s archives following a 20-year waiting period, subject to safeguards 

to protect confidential and private information. The draft policy proposes an 
assumption of disclosure of information concerning the Bank’s approach to 
resettlement plans and indigenous peoples development plans. The proposed 
policy, however, stops short of requiring public disclosure of IBRD Country 
Assistance Strategies. Disclosure of these documents is proposed to remain 
at the discretion of the governments of the country concerned. 


In 2000 Bank staff, Bank Executive Directors and Canadian government 
officials were closely engaged with NGOs on the issue of the Bank’s 
involvement in two specific Bank projects: the Chad-Cameroon petroleum 
development and pipeline project and the Qinghai provincial component of the 
China: Western Poverty Reduction Project. In the case of the former, NGOs 
expressed concern about the openness of the project consultation process, 
the potential impact of the project on indigenous populations and the 
environment, and the commitment of both governments to channelling project 
revenues to poverty reduction. Similarly, in the latter case, which proposed 
Bank support for the transfer of some 60,000 poor from densely populated to 
more sparsely populated regions of Qinghai province, NGOs also expressed 
concern about the level of consultation undertaken with affected persons as 
well as the environmental impact of the project. 


In the case of the Chad-Cameroon pipeline project, Canada recognized 

the contribution that petroleum revenues could make to poverty reduction, 
but took a strong position advocating exceptional World Bank monitoring 
of the use of petroleum revenues to ensure they are directed to poverty 
reduction. Along with other shareholders, the Government of Canada made 
its support for this project conditional on this exceptional monitoring. Both 
governments accepted this condition and the Board of Directors has begun 
receiving semi-annual reports on project implementation. 


In the case of the Qinghai component of the China: Western Poverty 
Reduction Project, the Bank was criticized by the independent Inspection 
Panel for not following its own policies and procedures during project 
preparation. The government of China withdrew its request for financing 
after a majority of Bank Executive Directors (including the Executive 
Director representing Canada) sought Board endorsement of the additional 
environmental work that the Bank proposed to undertake to address the 
Inspection Panel’s concerns. (The Inspection Panel report on the Qinghai 
provincial component of the China: Western Poverty Reduction Project 

is available on the Bank’s Web site.) 
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Improving Co-ordination With Other Agencies 


In 1998, at the request of shareholding governments, the Bank and the 
IMF undertook a frank assessment of their joint work and developed 
substantive measures to improve mutual co-operation. These measures, 
which are now being implemented, include a better delineation of 
responsibilities between the institutions and the establishment of a senior 
management Liaison Committee charged with enhancing joint Bank/Fund 
work with relevant international Supervisory agencies. Through these closer 
links, the IMF has been able to benefit from the experience of the Bank 

in assessing the longer-term development impact of its own structural 
adjustment lending. Collaboration between the Bank and the Fund has 
been particularly close in critical financial sector work. These activities are 
described in detail in the “Joint Issues” section. 


Over the past year the World Bank has also worked to deepen its 
partnerships with regional development banks and other multilateral agencies 
(including the World Trade Organization and the United Nations Conference 
on Trade and Development) as well as with bilateral agencies. 


e A tripartite consultation mechanism involving the Bank, the IMF and the 
Asian Development Bank has been established to co-ordinate programs 
in Asian crisis economies. 


e The Bank has signed Memoranda of Understanding with the European 
Commission, the Council of Europe Development Bank and the European 
Bank for Reconstruction and Development that cover co-operation among 
these institutions with respect to activities in Central and East European 
countries that are candidates for accession to the European Union. 


e In amove to enhance World Bank and United Nations co-ordination, the 
two organizations have formed the “Philadelphia Group” (symbolic of the 
fact that Philadelphia is halfway between Washington and New York) to 
share views and work programs in areas of common interest, such 
as social policy, poverty reduction and governance. 


e The Bank co-operated with the IMF, World Trade Organization and several 
United Nations organizations in establishing the Integrated Framework to 
help least developed countries effectively participate in the international 
trading system. 


e To strengthen its strategic partnerships with regional develooment banks, 
the Bank signed a Memorandum of Understanding with the African 
Development Bank Group in March 2000 that provides a framework for 
closer co-ordination of their activities. The Bank is working on similar 
Memoranda of Understanding with the other regional development banks. 
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Other World Bank Operations in FY 2000 


A) Helping Institutional and Governance Reforms 


Strong institutions and good governance are necessary to reduce country 
vulnerability to crises. They also encourage private investment and promote 
economic growth and poverty reduction. With its adjustment loans and 
technical assistance projects, the Bank is supporting various public sector 
reforms that aim to improve governance by enhancing public accountability 
and transparency of government agencies. The Bank also provides 
governments with advice on drafting governance-related laws, including 
legislation to combat corruption. This work is being supported by extensive 
Bank analysis of budgetary processes and institutional effectiveness. 


In order to enhance the overall transparency and accountability of public 
sector activities, the Bank, in co-operation with the IMF, supports measures 
to strengthen public expenditure management systems in borrower countries. 
A number of countries are seeking Bank assistance in the conversion of 
military-run industries (China, South Africa and Hungary), while others, 
including Angola, Rwanda, Cambodia and Sierra Leone, have asked for help 
with demobilization and demilitarization. 


The World Bank Institute (WBI)® is an important delivery instrument for 
training on governance and anti-corruption issues. Through its public sector 
reform program, the WBI helps build and implement anti-corruption strategies 
for those who directly seek Bank support in this area. The WBI has helped 
nearly 30 countries, including Bolivia, Chile, Ethiopia, Nicaragua, Uganda 

and Ukraine, to undertake in-depth analyses of institutional and policy 
weaknesses behind corrupt practices. These analyses are prepared with 
broad participation of civil society groups and help governments design 
strategies to combat corruption. 


With respect to the corporate sector, the Bank is assisting governments in 
developing corporate restructuring and bankruptcy frameworks, stronger 
competition policy, and corporate governance and legal reforms. In co- 
operation with the IMF, the Bank has intensified its support of financial sector 
reforms in FY 1999. Having increased the number of in-house experts by 50, 
the Bank supported governments in improving financial sector supervision 
and regulation, developing capital markets and training domestic regulators. 


6 In March 1999, to improve the efficiency of the Bank’s education and training programs, — 
the Economic Development Institute was merged with the Bank's Learning and Leadership 
Centre, with the new institute working under the name of World Bank Institute. 
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The Toronto Centre 


Recognizing the need to strengthen financial sector regulation and 
supervision in crisis economies, in 1997 the Government of Canada and the 
World Bank announced the creation of the Toronto International Leadership 
Centre for Financial Sector Supervision. The Toronto Centre provides 
experience-based training for senior financial Supervisors and regulators in 
emerging markets. It focuses on the leadership dimension of the supervisory 
function, offering pragmatic programs based on the premise that experience 
is the best teacher. Canadian funding for the Toronto Centre has been 
provided by CIDA and several Canadian banks (Canadian Imperial Bank of 
Commerce, The Bank of Nova Scotia, Royal Bank of Canada and The 
Toronto-Dominion Bank). The IMF and the Bank for International Settlements’ 
(BIS’) Financial Stability Institute each committed US$500,000 in financial 
support to the Centre, while the World Bank has committed US$1.38 million. 


The Toronto Centre added new courses on securities and insurance in 2000 
to its regular courses on banking supervision. The Centre also began to offer 
joint programs with the BIS’ Financial Stability Institute in Basle, Switzerland, 
as well as regionally focused programs. The Centre has also planned several 
country-specific programs to be held in emerging market countries 
throughout 2001. In February 2000 David Winfield replaced Paul Cantor as 
the new Executive Director of the Centre. 


The Toronto Centre can be reached through its Web site at 
http://www.torontocentre.org/. 


B) Post-Conflict and Emergency Assistance 


In 1997 the Bank established a Post-Conflict Fund to provide financing in the 
early stages of the institution’s involvement in post-conflict situations and to 
promote best practices in conflict prevention. By the end of FY 2000 this fund 
had provided US$22 million in grants across 25 countries. This included, for 
example, financing for teachers’ and health workers’ salaries in Kosovo, and 
financing of the international community’s initial assessment mission and the 
start-up of the governance program in East Timor. In countries emerging from 
conflicts, the Bank’s support is designed to facilitate their transition to peace. 
The Bank helps post-conflict countries rebuild physical infrastructure, 
reconstruct institutional capacity and put in place key economic reforms. 


C) Assisting Small States 


In July 1998 the World Bank and the Commonwealth Secretariat established 
a Joint Task Force on Small States to address small states’ special 
development challenges. The Task Force’s final report, Smal! States: Meeting 
Challenges in the Global Economy, was submitted to the Development 
Committee at its meeting in April 2000. During this discussion Finance 
Minister Paul Martin, representing both Canada and 11 Caribbean small 
states, invited Owen Arthur, Prime Minister of Barbados, to address the 
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report. Development Committee ministers welcomed the report and noted 
the recommendation that the circumstances of small states should be taken 
into account in the policies and programs of multilateral development, trade 
and finance institutions. They supported the World Bank and IMF proposals 
for work program activities on small states issues, as set out in the Bank’s 
framework of assistance for small states in the report, and agreed that these 
could make a valuable contribution in helping small states face their 
development challenges. 


The Task Force report concluded that small states share characteristics that 
pose challenges to their development (lack of institutional capacity, difficulty 
in attaining economies of scale in production, limited capacity to diversify 

risk within their domestic economies) and that addressing these challenges 
successfully will require co-operation and assistance from multilateral and 
bilateral development institutions as well as improvements in the external 
environment. The report identified an ongoing agenda for action and analysis, 
by small states and the international community, that highlighted four main 
areas of challenge: tackling volatility, vulnerability and natural disasters; 
strengthening capacity; addressing issues of transition to the changing global 
trade regime; and managing new opportunities and challenges arising 

from globalization. 


As part of its small states work program, the World Bank agreed to host an 
Annual Small States Forum, where small states’ representatives can exchange 
experiences, meet with development partners to assess progress on the 

small states agenda, and set priorities for future work. The First Annual 

Small States Forum was held in September 2000 with very broad country 
representation. Owen Arthur, Prime Minister of Barbados, chaired the event. 
Representatives of six multilateral institutions — the World Bank, the 
Commonwealth Secretariat, the IMF, the European Union, the World Trade 
Organization and the United Nations Conference on Trade and Development — 
confirmed their commitment to working with small states and to the agenda 
set out in the Task Force report. The group also agreed to an agenda and 
overall work plan leading up to the next annual Forum in the fall of 2001. They 
noted the importance of trade to small-state economies and the need to take 
small-state concerns into account as the global trading regime develops. They 
identified addressing volatility and vulnerability as a priority area for the coming 
year including work on disaster management and mitigation, and catastrophe 
risk insurance mechanisms. Participants welcomed the focus on reducing 
transaction costs of accessing donor assistance. They also noted the need for 
technical assistance to help small states deal with international initiatives on 
offshore financial centres and harmful tax competition. 


Of the 175 developing countries worldwide, 42 are small states. Since 
Canada represents 11 Caribbean small states at the World Bank, it will 
continue to work with its Caribbean partners to ensure that the special 
characteristics and challenges of small states are properly articulated and 
addressed. Canada has worked hard to ensure that the views, experiences 
and expertise of the small states themselves are included in the policy 
development process. 
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D) Rural Development 


The rural sector received roughly 10.5 per cent of total Bank lending in 
FY 2000. Rural development is critical in pursuing the Bank’s poverty 
reduction objective, with 70 per cent of the world’s poor living in rural 
areas. The Bank’s work in rural development is wide-ranging and includes 
sustainable natural resource management, irrigation, river basin management, 
rural finance and agricultural research and extension work. The Bank 
approved a total of 38 projects in FY 2000 that were targeted at the rural 
sector, totalling US$1.6 billion. The Bank also works with the Consultative 
Group on International Agricultural Research, which brings together a 
network of 16 international agricultural research centres to mobilize the 
best agricultural knowledge to the developing countries. 


International Development Association 


IDA is the World Bank Group’s concessional lending window. It provides 
long-term loans at zero interest to the poorest of the developing countries 

in its mission to reduce their poverty and improve their quality of life. IDA 
does this by supporting projects that improve their living standards and by 
promoting equitable access to the benefits of economic development. 

IDA eligibility is based on an assessment of an individual country’s 

per capita income (in FY 2000 the operational cut-off for IDA eligibility was 
US$884 per capita). At the end of FY 2000 China, which has been one of 
the largest IDA recipients, graduated from IDA’s programs given the country’s 
increase in per capita income. 


IDA focuses on: 


e results — to get the biggest development return from scarce aid resources; 


e sustainability — to achieve an enduring development impact within an 
environmentally sustainable framework; and 


e equity — to remove barriers and open up opportunities for the 
disadvantaged. 


In FY 2000 IDA lending commitments totalled US$4.4 billion for 126 new 
operations in 52 countries. This represents a 35-per-cent decline in the value 
of lending commitments made in FY 1999. This fall reflected a confluence 

of country specific factors (such as renewed conflict in borrowers such as 
Ethiopia and Eritrea) and the application of performance-based lending criteria 
for IDA operations. India remained the largest individual country borrower in 
FY 2000, benefiting from support for poverty alleviation programs, governance 
and basic social services. 


IDA is funded largely by contributions from the governments of the richer 
member countries and is replenished every three years. The Twelfth 
Replenishment (IDA 12), which was agreed to in November 1998, will finance 
projects over the three-year period that began in July 1999. Funding for this 
replenishment will allow IDA to lend about $20.5 billion over the period. 
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Discussions among IDA donors on the priorities and funding levels for the 
Thirteenth Replenishment (IDA 13), which will cover the FY 2003-05 period, 
began in early 2001. 


IDA resource allocations are based on each recipient country’s policy 
performance. For this purpose, the Bank has developed a rating system 
based on 20 indicators that reflect performance in three broad policy areas: 
sustainable growth and poverty reduction, reduction of inequalities, and 
governance/public sector management. 


IDA Priorities 


Poverty reduction is the cornerstone of IDA’s development efforts. Sound 
macroeconomic and structural policies, institutional reforms and good 
governance are essential to achieving a sustainable decline in poverty. In 
recent years IDA has devoted significant resources to improving the quality 
and effectiveness of its assistance efforts. The participation of governments, 
NGOs and civil society is crucial. The degree of borrower ownership and the 
level of participation by NGOs and civil society have increased substantially 
through the course of IDA replenishments. 


IDA focuses its work on areas shown to have a significant development 
impact. For example, work is underway to improve IDA’s track record in 
assisting borrowing countries to formulate and implement poverty reduction 
strategies that adequately incorporate gender. As well, in recognition of the 
fact that weak governance, including corruption, can constrain development, 
IDA has incorporated governance considerations in its work. 


Lending for social services has been a focal point of the World Bank’s — 

and particularly IDA’s — poverty reduction efforts in recent years. IDA places 
particular emphasis on lending targeted directly at the poor under the 
Program of Targeted Interventions (PTI). For example, a PTI project in Algeria 
provides affordable housing and land titles to about 50,000 households in 
low-income areas, including urban slums. The project will also offer basic 
infrastructure services, including roads, safe drinking water, sewage, drainage 
and electricity. Over the 1996-2000 period PTI lending has consistently 
accounted for more than 50 per cent of IDA’s investment lending. 


IDA’s assistance in girls’ education has been another strong feature of its 
poverty reduction efforts in the past decade. The share of IDA education 
lending going to girls’ education rose from 39 per cent in 1996 to 48 per cent 
in 1999. And while 23 IDA education projects targeted girls at the start of 
IDAQ, about half the 98 projects in IDA’s education portfolio did so at the 

end of IDA11. In 1997 a Bank girls’ education program identified 31 active 
borrowers as having significant gender disparities in education and targeted 
15 of these because of exceptionally large gaps between boys’ and girls’ 
enrollment rates (all of them in Sub Saharan Africa, the Middle East and 
North Africa). Evaluations of projects closing in 1995-2000 indicate that where 
there are large gender disparities, the Bank has integrated gender concerns 
into virtually all education projects and has contributed to positive trends 

in enrollment. 
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Table 3 
IDA Lending for the Program of Targeted Interventions 
Fiscal Years 1997-2000 


1997 1998 1999 2000 
IDA PTI lending (in US$ millions) 1,874 3,267 3,033 1,828 
As % of IDA investment lending 53 54 62 of 
As % of all IDA lending 41 44 45 42 
Number of IDA PT! projects 36 sie) 69 40 


An important result of the IDA 12 replenishment process was the 
conclusion that these new resources would be directed to countries that have 
good policies. IDA 12 resources, therefore, focus on four key areas: 


e Investing in people — IDA has placed a high priority on investments in 
basic social services, including primary education and health care, clean 
water and sanitation, nutrition, and social protection. This funding will 
address such needs as ensuring that children who are forced to work to 
help support their families do not have to sacrifice opportunities to learn. 
Social sector lending will remain around 40 per cent of investment lending 
during IDA 12. 


e Promoting broad-based growth — Development experience shows clearly 
that sustainable, broad-based economic growth is essential for poverty 
reduction. IDA therefore supports policy changes and projects that 
encourage the role and growth of the private sector, including local small 
businesses, micro enterprises and small holding farms. 


e Supporting good governance — Good governance is critical to 
sustainable, broad-based economic development and improvements in 
human well-being. As discussed above, IDA has strengthened its analytical 
framework to assess the quality of overall policy performance in recipient 
countries; the resultant standards will be applied in the allocation of 
IDA 12 resources. 


e Protecting the environment — IDA will Support strategies that promote 
environmentally sustainable development since the effects of poverty and 
environmental damage are often mutually reinforcing. 


IDA also recognizes that a special effort is needed in Africa — a region that 
continues to present a particularly difficult development challenge. Weak 
economic and governance policies across Africa have contributed significantly 
to the continent’s poor performance. IDA’s performance-based lending criteria 
reinforce good policies. Recognizing the impact that better policies will 

have on development and poverty reduction, many African countries are 

now strengthening their policies and have begun to benefit from improved 
growth rates. This opens a window of opportunity to improve the lives of their 
poorest citizens. Yet investment levels in these countries are too low to 
sustain this growth. 
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IDA Success Stories 


= Community Action Programmes (CAPs) in Sub Saharan Africa, supported by IDA 
financing, are designed to make resources available to local people for homegrown 
development programs. CAPs channel resources directly to poor people. In addi- 
tion, CAPs help improve the local institutional and governance environment by 
empowering communities to design and implement their own initiatives. A credit 
supporting the first CAP, targeting rural infrastructure in Senegal, was approved 
in January 2000. CAP funds will be used to pilot initiatives that will improve the 
mobility of some 1.3 million people living in rural areas as well as to assist communi- 
ties in preventing the spread of HIV/AIDS. In Bangladesh one of IDA’s most success- 
ful pro-poor investments has been in rural electrification. The rural electrification 
project has expanded existing distribution networks to underserved areas and has 
rehabilitated distribution systems taken over from parastatals. The project’s achieve- 
ments have been outstanding in many areas: the number of consumer connections 
has far exceeded the original estimates; improved household lighting has increased 
opportunities to study and earn income; and the project has led to more efficient 
energy use in industry and agriculture. A socio-economic study showed that average 
household income in the program villages is about 50 per cent higher than that in 
non-electrified villages, and attributes 22 per cent of the difference to electrification. 
Not surprisingly, the poverty rate in electrified villages is lower as well. 


m The Ghana Community Water and Sanitation Project assisted in the launch of a new 
community-based water and sanitation policy. Each community decided whether to 
participate in the program and selected a preferred technology and service level 
based on willingness to pay and capacity to sustain the service. Each community 
was required to pay part of the capital costs (5 per cent to 10 per cent in cash) and 
to assume full responsibility for operations and maintenance. An intensive commu- 
nity development program included hygiene and sanitation promotion and in-service 
management training. The private sector and NGOs provided all goods and services 
with government facilitation. From 1994 to 1999, the program financed projects in 
four regions covering 700 rural communities and 30 small towns. It also served as 
a platform for the government to lead extensive stakeholder consultations and 
co-ordinate external support. 


m Gender analysis for the Ethiopia Education Sector Development Program revealed 
that girls in rural areas were not attending school because they had to fulfill household 
chores such as obtaining water and grinding grain. Based on this analysis, the 
program linked up with other ministries to create water sources and grinding mills 
near schools so that the girls could meet family obligations on their way to and from 
school. 


gm In Nepal the National Rural Water Supply and Sanitation Project provides for sub- | 


projects to be designed and implemented by communities in a participatory manner. 
As project managers, communities are carrying out their own monitoring and evalu- 
ation. This has proved highly effective in many villages, where women have gained 
status by taking charge of choosing project performance indicators and monitoring 
personal hygiene and sanitation practices in the households and public areas of their 
communities. It also has enabled them to participate more actively in water and 
sanitation committees. The approach should reach 900 communities by the end of 
the project. 


m The Arsenic Mitigation Water Supply Project in Bangladesh is helping to stop con- | 


tamination that is estimated to be affecting at least 15 per cent of the population. 


m In Benin forestry management plans have been designed and implemented for | 


268,000 hectares of forest and involving 320,000 people within or around the forests. 


| = With the help of an IDA-supported transport rehabilitation project, 984 kilometres of | 


roads were repaired in Georgia, significantly reducing travel times. Broad-based road 
maintenance is reaching most of the country. 
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Sustaining and building on the efforts of African governments will require 
substantial support from the international community, including both the 
private and public sectors. To support African countries that are committed 
to poverty reduction, economic reform and sustainable, broad-based growth, 
IDA intends to increase Africa’s share of IDA resources to up to 50 per cent 
of IDA 12 resources, as long as the performance of individual countries 
warrants it. 


While the application of performance-based lending criteria caused a dip in 
the overall IDA lending to Africa at the outset of the IDA12 period, there has 
been some recent progress towards meeting this 50-per-cent goal. The Africa 
region continues to receive the largest level of IDA support in both absolute 
and relative terms. In FY 2000 IDA approached the 50-per-cent target for the 
region. This represented a substantial increase over the continent’s FY 1999 
32-per-cent share of IDA commitments. In FY 2000 Nigeria became an active 
IDA borrower and received financing for capacity building, primary education 
and water/sanitation projects. 


Canada’s Priorities at the World Bank 


A) Developmental Priorities 


Poverty Reduction: Despite considerable progress over the past two 
decades in improving living standards worldwide, over 3 billion people 

remain in poverty. Canada has long been a key player in international efforts to 
assist the poorest and strongly supports poverty reduction as the overarching 
objective of the World Bank. As such, Canada endorses the Comprehensive 
Development Framework, under which the Bank promotes broad-based 
poverty reduction strategies in developing countries, and the Poverty 
Reduction Strategy Papers, under which developing country governments 
develop and implement poverty reduction programs. The Bank has 
increasingly recognized that poverty reduction cannot be addressed in 
isolation. Private sector development, good governance, monitoring of 
non-productive expenditures (especially military), external debt and 
environmentally sustainable policies are just a few of the factors that need to 
be considered in designing strategies to help improve the living standards of 
the poor in member countries. In the case of small states, the Bank has to 
take into account additional factors of economic and physical vulnerability. 


Canada strongly supports the Bank’s efforts to increase the prominence 

of social sector issues in macroeconomic stabilization programs. Good 
macroeconomic policy is key to boosting growth, thereby reducing poverty. 
At the same time, adequate attention to social issues is key to the Success 
of macroeconomic stabilization and sustainable development goals. 
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Canada’s Voting Record 


World Bank Executive Board decisions are usually taken on a consensus 
basis, without recourse to a formal vote. On occasion, however, individual 
Executive Directors have been unable to join the Board consensus for 
various reasons. In 2000 the Canadian Executive Director did not join the 
Board consensus on 24 occasions. 


m Canada registered its abstention or opposition in the cases of 18 World Bank 
and IFC loans and investments in India and Pakistan as, in Canada’s view, 
these operations were inconsistent with the internationally agreed sanctions 
applied against the two countries following their testing of nuclear weapons 
devices in May 1998. 


m In April 2000 Canada abstained during the discussion of the World Bank’s 
US$87-million and US$145-million Second Primary Health Care and 
Nutrition Loan and Tehran Sewerage Loan for Iran, given concerns that the 
Bank was starting lending operations before the Executive Board had had 
the opportunity to discuss the Bank’s overall assistance strategy for 
the country. 


m In May 2000 Canada abstained during the discussion of an IFC loan of up 
to US$40 million in support of the Ghana Telecommunications Company 
Limited as the borrower was the Ghanian state, rather than a private sector 
company. In May the Canadian Executive Director also abstained on 
management's recommendations regarding Bank staff compensation. 


m In July 2000, together with countries representing a majority of World Bank 
shareholders, Canada opposed Bank management’s response to the Bank’s 
independent Inspection Panel’s report on the China: Western Poverty 
Reduction Project (Qinghai component) since management’s response did 
not include returning to the Executive Board for approval after additional 
environmental studies had been undertaken. As a result of this Board 
decision, the Chinese authorities withdrew their request for World Bank fund- 
ing of the Qinghai regional component of the project. 

mw In December 2000 Canada abstained during the discussion of Rwanda's 


HIPC decision point due to concerns over Rwandan involvement in the 
conflict in the Democratic Republic of the Congo. 
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Gender Issues: Canada actively promotes gender issues as a priority for 
World Bank operations. World Bank lending in almost all sectors includes 
activities that specifically benefit women. In FY 2000 the Bank undertook to 
develop a Gender Sector Strategy, which will outline ways in which the Bank 
can better integrate gender into its work. It is expected that this strategy will 
be considered by Executive Directors later this year. In the meantime the 

Bank is working to integrate gender issues into Country Assistance Strategies. 
In general, the Bank-funded projects in agriculture, education, health and 
infrastructure take particular care to incorporate gender analyses and actions. 
In the Bank’s Ghana Community Water and Sanitation Project, for example, 
local NGOs work with community organizations to ensure that women actively 
participate in decision making. Women account for 48 per cent of the 
membership of local water and sanitation committees and 38 per cent of 
executive committee members. CIDA is currently working closely with the 
World Bank to improve the Bank’s capacity in gender equity. To expand 
exchange of knowledge with its development partners, the Bank has made a 
number of statistical indicators on gender available to the public through its 
Web site. 


Private Sector Development: Canada has encouraged the increasingly 
co-ordinated approach to private sector development that has grown within 
the Bank Group over the past three years. It is now clear that the private 
sector plays an important role in addressing virtually all develooment 
challenges, from protecting the environment to assisting in privatization in 
transition economies. 


The Bank uses a wide range of instruments for this task — adjustment 
lending, technical assistance, investment lending, guarantees and adaptable 
program lending. 


_ Altogether, the World Bank provided some US$4.2 billion in financing to 
support private sector development. Of this amount, some US$2.9 billion 
supported private sector, projects in the transport, water and sanitation, 
and urban development sectors, where private sector investment is still very 
modest. The remainder focused on energy, mining and telecommunications. 
In FY 2000 the Bank had underway 306 operations designed to stimulate 
private investment in infrastructure, and roughly 60 per cent of the Bank’s 
total operations in infrastructure included private sector participation as a 
key objective. 


In a shift of emphasis that reflects the growing importance of private capital 
and investment to developing countries, the World Bank Group has 
restructured to better align and expand its work related to the private sector. 
The reorganization, which took effect on January 1, 2000, strengthened the 
link between the World Bank Group’s public sector work and its private sector 
development work done through the IFC by integrating the staff and work 
programs of the two institutions. The reorganization includes both a new 
structure within the Bank Group, and a new approach to creating a favourable 
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business environment and helping finance small and medium-sized 
enterprises. A new combined unit co-ordinates Bank Group activities to 
disseminate the knowledge that will encourage creation of local intermediaries 
to help capitalize local financial institutions, and provide training for financing 
small and medium-sized enterprises. The new unit, in combination with 
increased IFC investments in local intermediaries that finance small 
businesses, reflects a significantly higher priority for this sector within 

the Bank Group. 


The Bank also uses guarantees to expand developing countries’ access 

to international and domestic capital markets. Complementing products 
offered by the IFC and MIGA, the Bank provides partial risk and partial credit 
guarantees for private investment in priority projects. In FY 2000 the Bank 
provided a partial risk guarantee of US$61 million to support the creation of 
a private power plant in Haripur, Bangladesh. 


Expanding the benefits of information and communications technology (ICT) 
to developing countries is prominent on the Group of Eight policy agenda. 
Canada supports the efforts by international organizations, including the World 
Bank, to promote the ICT agenda in the developing world and to reduce the 
digital divide. The Bank’s global reach and its ongoing program of country 
and sector work have made the institution one of the leading players in the 
international effort to bridge the digital divide between the developed and 
developing countries. In January 2000 the telecommunications groups of 
the IFC and World Bank were integrated into a new World Bank Global 
Information and Communication Technology (GICT) Department. The GICT 
Department plays an important role in promoting private participation in 
developing telecommunications services in developing countries. It provides 
governments and private companies with capital and expertise needed 

to liberalize the telecommunications sector, to attract additional private 
investment and to leverage information and communications technologies 
for export-based development. 


In FY 2000 the Bank launched the Cities Alliance in partnership with the 
United Nations Centre for Human Settlements: Habitat, bilateral donors 
(including CIDA), NGOs and the business community, as an initiative to 
improve living conditions for poor people living in urban slums. The Cities 
Alliance aims to promote pro-poor city development strategies and to increase 
the scale of slum upgrading efforts worldwide. CIDA has provided 
approximately $800,000 in grant financing in support of this initiative. 


Another example of the private sector’s role in development is the growing 
impact of micro-credit operations (relatively small loans made to the poor by 
grassroots organizations such as the Grameen Bank in Bangladesh). With a 
small investment, these organizations have been successful in improving the 
living conditions of the poor, particularly women, in developing countries. 
Evidence from these operations is compelling; it shows that the poor can be 
very good entrepreneurs as well as very good credit risks. 
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The Consultative Group to Assist the Poorest (CGAP), which includes the 
World Bank, Canada and 26 other multilateral and bilateral donors, was 
established in 1995 to support the development and expansion of sustainable 
institutions that provide micro-financing services to the poor. 


During the initial phase (1995-98), CGAP provided US$26 million in grants to 
support micro-finance operations, as well as technical assistance for financial 
management training and the development of “best practices policies” for 
micro-finance providers. In June 1998 CGAP was renewed for an additional 
five years. Building on its earlier achievements, during this second phase, 
CGAP has a more explicit focus on institution building and poverty reduction. 
CGAP members and donors are responsible for the maintenance of a 

core fund to support micro-finance programs in the developing world. 

The Canadian government approved a $1.5-million, three-year agreement 
between CIDA and CGAP, which started in 1999. As part of its involvement 
with CGAP and in partnership with the Aga Khan Foundation, CIDA is 
undertaking research to better understand the relationship between 
micro-finance and the promotion of social capital among the poor. 


Micro-Credit: The Consultative Group to Assist the Poorest 


In FY 2000 the Consultative Group to Assist the Poorest (CGAP) made 
22 new investments totalling US$13 million in direct support to micro-finance 
institutions and a further four investments totalling US$7.6 million in 
wholesale funding to retail micro-finance institutions. CGAP also provided 
US$7.5 million in funding for training and capacity building and a further 
US$115,000 for funding technical advice 


For CGAP’s second phase, donors have adopted the following strategies: 


m to support micro-finance institutional development through the creation of 
tools and the delivery of capacity-building activities; 


m to support changes in the practices of CGAP members, especially as they 
relate to the management of micro-finance portfolios; 


m to increase understanding of the impact of micro-financing on poverty 
reduction; 


m to improve the legal and regulatory framework for micro-finance; and 
m to facilitate the commercialization of the micro-finance sector. 


Through this work, CGAP seeks to strengthen the ability of micro-finance 
organizations with a proven track record and to provide assistance to the 
poor. The World Bank contributed US$30 million to the first phase of the 
facility and has provided a further US$7 million for the first year of the second 
phase until a multi-year commitment is put into place. CGAP bilateral donors 
have also agreed to provide US$4 million in additional contributions in 1999. 
CIDA donated US$330,000 to CGAP in FY 2000. 
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Good Governance and Anti-Corruption: Canada is an advocate of strong 
Bank support for improved public and corporate sector governance. Over 

the last decade governance has been mainstreamed into the Bank’s 
adjustment and investment lending. In addition to encouraging more effective 
management of borrowing members’ public expenditures and more 
participatory and open approaches in decision making, the Bank incorporates 
anti-corruption measures into its own procedures. In FY 2000 the Bank 
adopted an Anti-Corruption Action Plan and reviewed its progress since 1997 
in helping developing countries to combat corrupt practices. The Bank has 
helped put in place more than 600 anti-corruption programs in nearly 

100 borrowing countries and has mainstreamed anti-corruption issues into 

its Country Assistance Strategies. The Bank has amended its procurement 
guidelines to strengthen the procedures for disqualifying bidders, temporarily 
or permanently, from future Bank-financed projects if it finds evidence of fraud 
or corruption. Over the past three years the Bank has disbarred 54 companies 
and individuals from receiving Bank contracts because of their involvement 

in corruption or the misuse of Bank funds. 


Canada has been particularly outspoken and concerned about unproductive 
expenditures, particularly excessive military expenditures. Canada has spoken 
strongly at the Bank to highlight the need to be tough on those countries 

that are receiving international assistance and in which defence crowds out 
social sector spending. At a time of scarce donor resources the Bank’s clients 
can ill afford to waste resources on unproductive spending. Recognizing this 
problem, the Bank is reviewing its current guidelines by Surveying the policies 
and program approaches of the bilateral donors and other multilateral donors. 
The Bank is requesting better information from borrowers on military-related 
aggregate expenditures to aid in its public expenditure reviews. Under 

the performance-based lending framework in place for IDA operations, IDA 
allocations are, among other things, tied to efforts by developing country 
governments to reduce non-productive (including military) expenditures. 


In its efforts to promote better governance practices, the World Bank 

Institute has established close working relations with the Parliamentary Centre 
in Canada and with international organizations such as Transparency 
International. 


Environmentally Sustainable Development: The Canadian government, 
alongside Canadian NGOs, has long been a vocal advocate of the need for 
the Bank to better integrate environmental considerations into its operations 
and has been a keen supporter of the Bank’s recent efforts. The 
establishment of the Environmental Sustainable Development Vice Presidency 
in 1993 has been instrumental in supporting this objective. Environmental 
lending as a share of overall Bank operations increased to 10 per cent in 

FY 2000, compared to 7 per cent in FY 1999. In FY 2000 the Bank approved 
US$514 million in loans in support of 13 stand-alone environmental projects. 
At the end of FY 2000 there were 97 active stand-alone environmental 
projects worth US$5.16 billion. In FY 2000 the Bank approved roughly an 
additional US$400 million in environmental components of over 30 loans 
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to other sectors. This brings the value of the Bank’s “broad” environmental 
portfolio to some US$15 billion. Over and above the Bank’s portfolio of 
environmental projects, the Bank requires that every project it supports be 
environmentally sustainable. Environmental assessments, which are discussed 
with the public, are designed to test the environmental sustainability of each 
Bank project. The Bank also examines potential environmental impacts when 
developing broad sector strategies. It is increasing its focus on the institutional 
and regulatory frameworks that govern natural resources in order to promote 
long-term environmental stewardship. In Brazil, for example, the Bank’s 
Second Environmental Project aims to improve the effectiveness of national 
environmental legislation and to strengthen environmental management at 

the state and municipal levels. 


Of particular note is the increasing work undertaken by the Bank in 
co-operation with other shareholders in the area of climate change. It is 
now recognized that collective global action is required to find solutions to 
this problem, and the Bank has stepped up its efforts to provide assistance 
to its borrowing member countries to help reduce “greenhouse gases.” As 
an implementing agency of the Montreal Protocol’s Multilateral Fund, the 
Bank supports projects in 20 countries and has committed US$360 million in 
financing since 1991 for some 480 projects to assist enterprises in developing 
countries convert to ozone-friendly technologies. The Bank is assisting the 
three largest producers of CFCs (China, India and Russia) to phase out CFC 
production and to meet their obligations under the Montreal Protocol. 


The Bank has also been active in developing a commercial framework 

for carbon emissions trading under the Conference of the Parties on Climate 
Change process. The Bank launched the Prototype Carbon Fund (PCF) in 
January 2000. The PCF funds projects that produce high-quality greenhouse 
gas emission reductions that could be registered with the United Nations 
Framework Convention on Climate Change for the purposes of the Kyoto 
Protocol. PCF resources are provided by both the public and private 

sectors (including a contribution from CIDA). 


In 1999 the Bank launched a major review of its environmental strategy. 

The Bank’s review focuses in particular on the effect that the environment 
has on the health, livelihoods and vulnerability of poor people. The Bank is in 
the process of consulting with civil society groups, governments and other 
stakeholders on its draft revised environmental strategy. The draft report has 
been posted on the Bank’s Web site at www.worldbank.org. It is anticipated 
that, once the consultations are completed in early 2001, the new strategy 
will be formally considered for approval by Bank Executive Directors. 


Together with the United Nations Development Programme and 
United Nations Environment Programme, the World Bank is an implementing 
agency of the Global Environment Facility (GEF). Launched following the 
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1992 United Nations Conference on Environment and Development, the 
GEF functions as a facilitator and funding mechanism for integrating global 
environmental concerns into the development process. To the end of 

FY 2000, Bank management has approved a total of 180 GEF-financed 
projects in roughly 70 developing countries worth a total of US$1.4 billion. 


This has been complemented by co-financing of roughly US$4 billion from the 
World Bank and others — every dollar of Bank-GEF assistance is matched by 


roughly a dollar of IBRD/IDA financing and two dollars in funding from other 


donors. In FY 2000 the Bank’s GEF program reached an all-time high with 


US$280 million in GEF grants approved by the GEF Council. This represents 


a 12-per-cent increase over FY 1999. 


World Bank Prototype Carbon Fund 


will gain: 


revenue from selling emissions reductions; 


their commitments arising from the Kyoto Protocol; and 


funds to switch to cleaner and more efficient technologies. 


agreement with the government of Latvia. 


In January 2000 the World Bank launched the Prototype Carbon Fund (PCF), 
established with contributions from governments and private Companies. 
The PCF is the world’s first commercial carbon emissions trading instrument. 
In its 2000 budget the Government of Canada made available to the PCF up 
to US$10 million. The PCF will invest in cleaner technologies in developing 
countries and transition economies, thus reducing their greenhouse gas 
emissions. These emissions reductions will then be transferred to the Fund’s 
contributors in the form of emissions reduction certificates. All parties 


m poor countries will gain access to climate-friendly technologies and earn 
m contributors will receive low-cost emissions reductions to help them meet 


m the environment will benefit because the PCF provides poor countries with 


On April 10, 2000, the PCF achieved its first closing and formally began its 
investment operations. Demand for PCF shares prompted a second closing 
later in the year. Starting in April 2000 the Bank plans to invest the Fund’s 
capital in projects that promote renewable energy technologies — such as 
wind, small-hydro and biomass energy technology — that would not be 
profitable without revenue from emissions reductions sold to the PCF. Some 
20 developing countries have already shown interest in undertaking PCF 
projects. The PCF has already negotiated an emissions reduction purchase 


53 


REPORT ON OPERATIONS UNDER THE 


B) Trade and Development 


Canada recognizes that the capacity of developing countries to participate 
effectively in the global trading system is an important component of a 
comprehensive approach to growth and poverty reduction. Canada has 
stressed the need to incorporate trade sector capacity building in Bank 
Country Assistance Strategies and nationally developed Poverty Reduction 
Strategy Papers. 


In anticipation of a next round of World Trade Organization negotiations, 

the Bank intensified its work in helping the least developed countries to 
effectively participate in trade negotiations. Several capacity-building projects 
were launched during the year to help these countries implement their 
commitments from earlier trade rounds and to build domestic expertise 

to participate in future negotiations. 


The World Trade Organization 2000 Capacity-Building Project, a three-year 
research and capacity-building initiative, was launched in January 1999 to 
help developing countries participate more effectively in the next round of 
World Trade Organization negotiations. Another capacity-building project was 
introduced during the year to specifically assist developing countries in the 
negotiations on agriculture. Both these projects are carried out in close 
collaboration with the World Trade Organization and various other institutions, 
and they receive support from a variety of donors. 


The Bank also intensified its efforts within the Integrated Framework (IF), 
where six core organizations are working together with the least developed 
countries to co-ordinate their trade assistance programs. The main objective 
of the IF is to ensure that trade-related technical assistance is demand-driven 
and meets the needs identified by the least developed countries. As part of 
_the IF, about 40 of these countries are currently carrying out comprehensive 
needs assessments. By working closely with all involved parties, the IF seeks 
to increase the efficiency and effectiveness of the delivery of trade-related 
technical assistance. 


An independent evaluation of the IF was commissioned by the IF's inter- 
agency working group, which includes the World Trade Organization, the IMF, 
the World Bank, the United Nations Development Programme, the 

United Nations Conference on Trade and Development, and the International 
Trade Centre. The evaluation recommended that the IF should be 
incorporated into the process for the formulation of national strategies 

for development. 


During FY 1999 the Bank also convened a task force to explore possibilities to 
minimize the risks faced by commodity-exporting developing countries due to 
price fluctuations in the world markets. 
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C) Transparency and Accountability 


Canada recognizes that transparency and accountability are fundamental 

to ensuring the longer-term sustainability of the Bank Group’s operations. 
Canada has been a major proponent of increased openness at the Bank and 
has pressed for a greater range of Bank materials to be released to the public. 
The Bank has responded to concerns from shareholders by making public a 
growing number of documents on operations, and the Bank is now consulting 
with NGOs and other groups in drafting a revised information disclosure policy. 
Transparency also requires better consultation with beneficiaries. Canada 

and other donors have pushed the Bank and borrowing countries to find 
ways to improve consultations with local people — civil society and NGOs — 

in beneficiary countries, not only in the design and implementation of projects 
but also in the preparation of key policy documents, such as Country 
Assistance Strategies. To ensure that the Bank is accountable to its clients, 
Canada has been one of the major supporters of the work of the Inspection 
Panel. Canadian Jim MacNeill is the current Chair of the Panel. The World 
Bank was the first multilateral organization to establish an independent 

panel to consider outside complaints. Any group that may be affected by 

a Bank-supported project has the right to request that the Panel investigate 
whether the Bank has abided by its policies and procedures. Since its 
inception in 1994 the Panel has received 21 formal requests for inspections. 

It received 5 requests for inspections during FY 2000. 


D) Improving World Bank Effectiveness 


In November 1998 the Bank’s Economics Department released a landmark 
study on the effectiveness of international development assistance. It 
concluded that foreign aid has been highly successful in reducing poverty in 
countries that practise sound economic management and possess robust 
government institutions.’ Conversely, the study confirmed that foreign 
assistance delivered to countries with poor governance and economic policy 
records is not particularly effective; significant foreign assistance has not led 
to any significant improvement in poverty reduction in these countries. 


’ The World Bank, Assessing Aid: What Works, What Doesn't, and Why (Policy 
Research Report Series, 1998). For the full report, see the World Bank Web site at 
http://www.worldbank.org/research/aid/aidtoc.htm. 
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How to Access Information at the World Bank 


The World Bank’s Public Information Centre, which became operational in 
early 1994, provides a wide range of Bank documents, including: 
m project information documents; 


m project appraisal documents (after approval by the Board of Executive 
Directors); 


country economic and sector work documents and sectoral policy papers; 
the annual report and the World Development Report; 

the Monthly Operational Summary and International Business Opportunities; 
environmental data sheets, assessments, analyses and action plans; 
World Debt Tables; and 

operation evaluation department précis. 


The Bank’s InfoShop is located at 

1776 G Street N.W., Washington, DC 20438, U.S.A. 
Phone: (202) 458-5454 

Fax: (202) 522-1500 

E-mail address: pic@worldbank.org 


Additional up-to-date information is also available on the Internet at 
http://www.worldbank.org/html/pic/PIC.html. 


The Bank is increasingly moving towards rewarding good performers. IDA 
allocations are now based on a performance criterion. The impact is most 

_ evident in Bank lending to Africa. Also, in India, for the first time, the Bank is 
exercising greater selectivity by concentrating support in reforming states. 
This, in turn, has resulted in increased reform efforts in several states. In order 
to monitor country performances in a meaningful manner, the Bank is focusing 
on incorporating poverty-related outcome indicators to measure real results. 
The outcomes are poverty-focused and include such indicators as child 
malnutrition and child and maternal mortality. 


Ensuring the efficiency and effectiveness of the Bank’s operations has long 
been a key objective of Canada. But efficiency and effectiveness entail more 
than just reducing costs and saving money. They require selectivity in setting 
clear priorities and delivering services more efficiently. The Bank needs to 
operate in those areas where its assistance is needed and where it has a clear 
comparative advantage. It needs to reconsider its role in areas where the 
private sector or other multilateral develooment banks may be better placed 
to provide assistance. 
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The Bank has come a long way towards meeting the goals of the Strategic 
Compact to provide higher quality service more efficiently. Canada has 
been an active supporter of the Bank’s moves to further decentralization of 
operations to local offices. A significant shift of operational staff to the field 
has been undertaken to move the Bank closer to clients and make Bank 
assistance more effective. Currently 25 country directors operate from the 
field, compared with only 3 two years ago. Notable achievements have also 
been made in encouraging local-level ownership in projects and strategy 
formulation. 


The Bank continues to strengthen its efforts to improve development 
effectiveness through a renewed emphasis on the quality of its project 
portfolio. More vigilance is now exercised at the project preparation and 
supervision stages. The focus on results has been intensified. As a result, 
there is a significant improvement in the quality of the Bank project portfolio: 
in FY 2000 about 75 per cent of Bank projects have had satisfactory 
outcomes, up from 65 per cent to 70 per cent over the 1990-96 period. 
However, as the Bank’s independent Operations Evaluations Unit judged 
in its FY 2000 annual report, more than one in three Bank projects show 
unsatisfactory borrower implementation. This suggests that more effort 
will be needed to improve the capacity of borrowers to successfully 
implement projects. 


E) Involving Civil Society and NGOs in Decision Making 


President Wolfensohn has been a major catalyst behind the Bank’s outreach 
program with civil society and NGOs; particular emphasis has been placed 
on the importance of expanding partnerships with outside groups. As a result, 
the level of NGO involvement in Bank-supported operations has continued 

to grow. 


More than 70 per cent of Bank projects across all major sectors included 
some form of NGO participation in FY 2000. Moreover, NGOs actively 
participated in Bank policy discussions: 22 of the 25 Country Assistance 
Strategies prepared in FY 1999 included consultations with NGOs and civil 
society; NGOs provided valuable input to the policy deliberations at the 

Bank and the IMF on how to link HIPC debt relief to poverty reduction goals. 
Two Canadian NGOs, the North-South Institute and the Halifax Initiative, were 
involved in the HIPC consultation process. NGO participation continued to 
progress in the face of the emerging market financial crisis. NGOs and 
representatives from civil society in the affected countries were brought 
together with Bank officials in Manila in 1999 to discuss and learn about the 
impact that the economic crisis has on the poor. Over the past two years the 
Bank has increasingly become the focus of public attention as its meetings of 
Governors have become one of the focuses for demonstrations by groups 
protesting the impact of globalization on the world’s poor. 
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The NGO-World Bank Committee, a formal mechanism for policy dialogue 
established in 1982, has been replaced by an annual World Bank-Civil Society 
Forum. This forum is organized by the Joint Facilitation Committee of the 
Bank and NGO representatives. In addition to this annual event, there will 

also be regional and country dialogues. An annual report is published on the 
Bank’s relations with civil society and the Bank maintains a Web site 
(http:/AwbInOO1 8.worldbank.org/essd/essd.nsf/NGOs/home). 


Within Canada NGOs have participated in a regular series of government 
meetings and conferences on such issues as multilateral debt, the 
environment, IDA and Africa. This consultation has proven useful for 
advancing Canadian interests at the Bank. The Canadian government has 
benefited greatly from the expertise and advice offered by Canadian NGOs 
on a broad range of development issues. Through this collaborative process 
with government, the views of Canadian NGOs have helped shape Canada’s 
position in World Bank project and policy discussions. 


Managing Canada’s Interests at the World Bank 


Finance Minister Paul Martin, as Canada’s Governor at the World Bank, 

is responsible for the management of Canada’s interests at the Bank. 
Minister Martin exercises his influence through exchanges of views at the 
Development Committee and annual meetings, and through discussions with 
the President of the World Bank. For example, in 2000 two of the issues that 
Governors addressed were how to ensure that HIPCs progress to debt 

relief and how to help countries afflicted by the HIV/AIDS pandemic. 


The Department of Finance consults closely with the Department of 

Foreign Affairs and International Trade and CIDA in formulating Canadian 
policies related to World Bank issues. Len Good, the President of CIDA, is 
‘Canada’s Alternate Governor for the World Bank. The day-to-day handling 

of Canada’s diverse interests at the Bank is delegated by the Governor to the 
Executive Director, currently Terrie O’Leary, who was elected in October 1998. 
She represents Canada and 12 other countries (Ireland and 11 Caribbean 
countries) at the Executive Board. Of 24 Executive Directors on the 

Board, 12 are from developing and transition countries and 12 from 
developed countries. 


The Bank’s Executive Board formally approves all loans, credits, projects and 
World Bank policies, discusses Country Assistance Strategies and provides 
strategic advice to Bank management as appropriate. 
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One of the important functions played by the Executive Director in 2000 

was her oversight of the Bank’s administration and spending through 

her membership on the Board of Directors’ Budget Committee. In 

November 2000, following from the regular cycle of rotation of Executive 
Board committee membership, she joined the Board’s Personnel Committee. 


Canada’s Office at the World Bank 


In 2000 the Canadian Executive Director’s office continued to support the 
activities of Canadian businesses seeking opportunities with the World Bank. 
The Executive Director’s office helped expose roughly 1,000 Canadian 
businesses to such opportunities through seminars and workshops held 
accross the country and by organizing direct contacts in Washington. 


Organization of the Office 


The Executive Director is Supported in her everyday duties by two Canadian 
advisors and two assistants. These officers are in constant communication 
with the Canadian government — not only with the Department of Finance, 
but also with CIDA and the Department of Foreign Affairs and International 
Trade. The Department of Finance co-ordinates Canada’s policy advice and 
channels it to the Executive Director, and through her to World Bank 
management. 


Structure of the Executive Director’s Office 


Executive Director: Terrie O’ Leary 

Canadian Advisor Kathryn Hollifield 

Canadian Advisor: Francois Page 

Canadian Assistant: lan Wright 

Canadian Assistant: Gilles René 

Phone/fax: (202) 458-0082/(202) 477-4155 
Address: MC-12-175, 1818 H St. N.W.,, 


Washington, DC 20433, U.S.A. 
toleary@worldbank.org 
jkarolczuk@worldbank.org 
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Beyond the formal work of the Executive Board outlined above, the office 
provides a valuable bridge between the Bank and Canadian constituents — 
individuals, NGOs, federal and provincial agencies, associations, the 
academic community and parliamentarians, among others. 


One of the key roles of the office is to provide assistance to Canadians and 
Canadian businesses. Canada’s procurement advisors, along with the 
Canadian Embassy in Washington, assist in providing advice and information 
on how to do business with the Bank (details are provided below). Another 
point of contact for Canadians is the Bank’s Business and the Private Sector 
Web page at http://www.worldbank.org/business/. 


Canadian Procurement at the World Bank 


Canadian companies and consultants often provide supplies, equipment 

and services to projects financed through the World Bank. Canadian expertise 
in the power, environmental, engineering, human resources, health, 

education, telecommunications, financial and transportation sectors has led 
to procurement opportunities for Canadian firms on developing country 
projects around the globe. 


In FY 2000 many Canadian firms continued to benefit from Canada’s World 
Bank membership by accessing procurement opportunities under World 
Bank-financed loans. In FY 2000 disbursements to Canadian companies for 
the supply of goods and services under Bank-financed project loans reached 
US$94 million. In addition, the World Bank estimates that US$54 million was 
disbursed to Canadian companies for procurement under adjustment loans, 
bringing total FY 2000 Bank disbursements to Canadian businesses to 
US$148 million. 


_It is noteworthy that the US$38 million disbursed in FY 2000 to Canadian 
consulting firms and individual consultants represented 6 per cent of total 
Bank disbursements for consulting services in Bank-financed projects. 
Companies such as Nortel Networks Corporation, Canada China Power Inc. 
and General Electric Canada Inc. were very active in the energy sector in 
China, while SNC-Lavalin Group Inc., Stone and Webster Canada Ltd. and 
Acres International Limited conducted work for the Bank in the same sector 
in El Salvador, Indonesia and Uganda respectively. Tecsult International Ltd. 
continued to be very active in Algeria, Gabon and Madagascar, while at the 
same time pursuing new markets in Central and Eastern Europe and 
Latin America. 
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Trust Fund Activities 


A significant source of funds to facilitate increased Canadian participation in 
World Bank projects are the consultant trust funds supported by CIDA and 
administered by the World Bank. These are used to introduce new Canadian 
consultants to the Bank, as well as to encourage the Bank to undertake 
activities in areas Canada considers a priority. In June 1995 CIDA concluded 
a new agreement with the World Bank, the Co-Financing, Technical 
Assistance and Consultant Trust Fund Framework Agreement, to govern all its 
trust fund arrangements with the Bank. Within the World Bank Group, CIDA 
currently finances trust funds at the World Bank, the IMF, the WBI as well as 
the Global Environment Facility. These funds lead directly to contracts for 
Canadians in the feasibility, assessment and design of development projects. 


In addition to its $20-million trust fund at the Bank for persistent organic 
pollutants, $10-million contribution to the Prototype Carbon Fund, $500,000 
contribution to the Public-Private Infrastructure Advisory Facility, and 
approximately $800,000 contribution to the Cities Alliance (mentioned above), 
CIDA has also established a $1-million trust fund with the WBI as part of the 
five-year funding agreement signed in 1999. The trust fund enables the WBI 
to engage Canadian expertise in the preparation and delivery of its training 
programs around the world in countries eligible for Canadian Official 
Development Assistance. Through annual CIDA-WBI consultations, allocations 
are made to a number of WBI programs — usually five or six main programs — 
based on their fit with Canadian priorities and engagement of Canadian 
partners. For further information on these and other Canadian trust funds 

at the World Bank, contact Stéphane Charbonneau, Commercial Counsellor 
at the Canadian Embassy in Washington (phone [202] 682-7719; 

fax [202] 682-7789) and Francois Pagé, Advisor at the Executive Director's 
office (phone [202] 458-0082; fax [202] 477-4155). 
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Canadian Success Stories 


Canadian companies continued to be beneficiaries of World Bank Group 
financing and capital mobilization efforts. A number of Canadian companies 
from key sectors have begun to work with the World Bank Group. For 
example, in FY 2000: 


The firm Gowling Lafleur Henderson LLP was awarded through international 
competition a US$2.3-million Bank-funded contract with the Russian 
Foundation for Legal Reform to strengthen Alternative Dispute Resolution 
(ADR) systems in Russia. The 14-month technical assistance contract, a 
component of a multi-year Legal Reform Project, included institutional 
strengthening; design and delivery of a comprehensive train-the-trainers 
program focused on arbitration and mediation skills; and ADR seminars and 
conferences throughout the country. The contract was successfully 
completed in late 2000 and the firm has been short-listed for other 
components of the project. 


In July 2000 SaskTel International hosted a group of telecommunications 
specialists from the World Bank, IFC and EBRD in Saskatchewan to conduct 
a rural telecom study tour. The group spent a week in Saskatchewan 
participating in site visits, presentations and a round-table discussion to 
explore ways to provide rural telecommunications in developing countries. 
SaskTel’s involvement with the Bank in 2000 included the submission of a 
bid for the privatization of the Tanzania Telecommunications Company 
Limited. SaskTel was encouraged to become a strategic partner with the 
IFC in this initiative. It was also the successful bidder for a rural 
telecommunications licence in Nepal, which would see the World Bank 
provide a one-time subsidy for capital expenditures to build the network. 


Econoler International is a company specializing in the start-up and operation 
of energy service Companies as well as in the implementation of energy 
efficiency projects. On November 22, 2000, it was awarded the Climate 
Technology Leardership Award by the International Energy Agency and the 
Organisation for Economic Co-operation and Development as part of the 
World Conference on Climate Change. This award-winning enterprise with 
Hydro-Québec International won two contracts in a project financed by the 
World Bank (valued at US$2.6 million) for the Department of Industry in 
Vietnam. This project is in the context of energy demand management. 


Econoler International received a US$800,000 loan from the Small and 
Medium-Size Enterprise Program of the IFC to create a fund to encourage 
investments in Energy Service Companies (ESCOs) in developing countries. 
This year US$260,000 of that fund was used to create the first ESCO 
in Tunisia. 
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International Finance Corporation 


The IFC is playing an increasingly important role in the World Bank Group’s 
private sector development activities. As a fast-growing entity within the Bank 
Group, it has also attracted the attention of Canadian companies and financial 
institutions that are interested in making direct investments in emerging 
markets. Given its private sector mandate and concerns for investor and 
client commercial confidentiality, the IFC does not report detailed procurement 
figures, as do the IBRD and IDA. 


One of the IFC’s essential functions is to mobilize financing and expert 

advice in favour of private sector projects in emerging markets. The 
Corporation has been an excellent resource for Canadian financial institutions, 
as well as for Canadian firms whose technical expertise is particularly suitable 
for these markets. One of the most significant developments on the IFC 

front in the mid-1990s was the return of Canadian financial institutions 
(typically commercial banks) to the IFC loan syndication program. This 
important program helps to mobilize private financing for IFC projects and 
provides financial institutions with the opportunity to invest in emerging 
markets. By investing alongside the IFC, financial institutions participating 

in the syndication program gain access to potential new customers, attain 

a high-yielding asset and, with the presence of the IFC as an investor in 
these projects, are provided a degree of political risk coverage. 


A challenge ahead for the IFC is to ensure that in the face of massive demand, 
it does not ignore the poorest countries, such as those in Sub Saharan Africa. 
In today’s global environment, the IFC’s role in the poorest countries is more 
important than ever. The IFC's renewed focus on Sub Saharan Africa 

was evident in FY 2000. Total approved financing nearly quadrupled to 
US$1.25 billion from US$362 million due to a few very large projects, as well 
as anumber of smaller projects. Commitments were signed for 341 loans, 

up from 292 in FY 1999. Disbursed financing rose to US$240 million from 
US$230 million in FY 1999, and is expected to rise as financing approved in 
2000 reaches the disbursement stage in the coming years. The IFC’s projects 
in Africa tend to focus on infrastructure: projects that provide reliable 
electricity, clean water and modern telecommunications. The IFC also 
supports projects that strengthen financial markets, increase employment 
and assist entrepreneurs in building their businesses. 


Multilateral Investment Guarantee Agency 


MIGA was created in 1988 to encourage foreign investment by providing 
viable investment insurance against non-commercial risks in developing 
countries, thereby improving or creating investment opportunities in those 
countries. It offers insurance against expropriation, transfer restrictions, breach 
of contract, and war and civil disturbance, and so facilitates foreign direct 
investment in developing countries. In FY 2000 MIGA offered guarantees 

to 53 projects in 26 developing countries, totalling US$1.6 billion in coverage; 
these guarantees are estimated to have facilitated US$5.45 billion in 

foreign direct investment. Twelve projects worth a total of US$461 million 
were approved in IDA countries, including six in Africa worth a total of 
US$300 million. 
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MIGA also provides technical assistance services to developing countries. 

In FY 2000 it offered 53 technical assistance or advisory programs that 
benefited 40 countries. MIGA offers capacity building and investment 
facilitation to developing countries. A new Needs Assessment Framework, 
complemented by a self-assessment methodology, guides MIGA's technical 
assistance and business-planning services to developing-country investment 
promotion agencies. Both these diagnostic tools were developed in-house. 
Other projects in FY 2000 included regionally focused capacity building. 


Finally, MIGA offers Internet resources for firms engaged in foreign direct 
investment. A portal called Investment Promotion Network includes a 
directory of investment promotion agencies in emerging markets and an 
online guide to government and multilateral agencies that provide financial 
and risk management advice and insurance. The portal can be found at 
http://www.|PAnet.net and no longer requires registration. MIGA also offers 
a Web site called PrivatizationLink (http:/Awww.privatizationlink.com), an 
online clearing house for privatization information and opportunities in the 
developing world. This Web site was a finalist in the public sector category 
of the Business Web Site of the Year competition, which is sponsored by the 
Financial Times, UUUNet, and PricewaterhouseCoopers. 


Learning About Opportunities 


Canadian firms, organizations and institutions that are interested in pursuing 
markets created by World Bank-financed projects are urged to attend monthly 
business briefings held on the first Thursday of each month at the Bank’s 
headquarters in Washington. 


Both the Canadian Embassy in Washington, through the Office for Liaison 
With International Financial Institutions, at (202) 682-7719, and the Canadian 
Executive Director’s office at the World Bank, at (202) 458-0082, work to 
_assist Canadian firms and consultants seeking to participate in World 
Bank-financed projects. The range of opportunities is wide — a power project 
in China, an environmental assessment in Peru and a legal/judicial reform 
project in Russia are examples. These two offices also encourage Canadian 
companies to contact them if they are interested in competing for 
procurement contracts. 


Canada’s Financial Participation 


International Bank for Reconstruction and Development 


Canada’s share of IBRD capital is approximately 3 per cent. A relatively small 
proportion of this capital contribution is required to be “paid-in” — about 

6 per cent overall, but just 3 per cent in the last capital contribution. The 
remainder is “callable” in the unlikely event that the IBRD needs it from 
member countries. Periodically, the IBRD replenishes its capital through 
general capital increases (GCIs). The IBRD’s latest such capital increase 
(GCI Ill) in 1988 was for US$76.5 billion. Canada was allocated 19,655 new 
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shares valued at US$2.37 billion. The paid-in portion of these shares is 
US$71.1 million. These shares were subscribed over a five-year period ending 
in 1998. As of June 30, 1999, Canada’s cumulative subscriptions to the 
IBRD’s capital stock totalled US$5.408 billion (44,795 shares), of which 
US$334.5 million has been paid-in. 


International Development Association 


In November 1998 donors agreed to a Twelfth Replenishment of IDA in the 
amount of US$20.5 billion. This will finance IDA’s lending program over the 
three-year period to June 30, 2002. 


Canada maintained the same share as in IDA 11 of 3.75 per cent of donor 
contributions at a total cost of C$607 million. To meet these obligations, 
Canada will issue three demand notes in 1999, 2000 and 2001. Each of 
these notes is then encashed over a six-year period. At the end of FY 2000 
Canada’s cumulative contributions to IDA (Subscriptions and contributions) 
were the equivalent of US$4.635 billion. 


International Finance Corporation 


The IFC was created in 1956 as the World Bank Group’s private sector 
financing arm. Canada maintains a 3.4-per-cent share of IFC capital. To date 
Canada has paid-in US$81.3 million to the IFC’s capital stock. Given the risks 
associated with its financial operations, all of the IFC’s authorized capital is 
paid-in. 


Multilateral Investment Guarantee Agency 


MIGA encourages direct foreign investment in developing countries by 
protecting investors from certain non-commercial risks. MIGA operates on a 
commercial basis. 


On March 31, 1998, MIGA’s Board of Directors agreed on a general capital 
increase of US$850 million, divided into 78,559 shares of capital stock. Of 
this amount, 17.65 per cent will be paid-in and 82.35 per cent will be callable. 
The subscription period, over which the paid-in share will be provided, will be 
three years. At the end of FY 2000, 34 countries had subscribed a total of 
US$171.5 million, of which $30.2 million was in cash. The remainder was 

in callable capital. 


As of June 30, 2000, Canada held 2,965 shares, with a paid-in portion 

of US$6.4 million and a callable portion of nearly US$256 million. Canada’s 
paid-in contribution to MIGA is non-budgetary; its share in MIGA is 

2.17 per cent. 


On February 12, 1999, MIGA announced a landmark increase from 
US$50 million to US$110 million in the amount of political risk coverage it 
may issue for foreign direct investments in a project and an increase from 
US$250 million to US$350 million in its country limit. This development will 
allow investors access to higher levels of risk insurance in MIGA’s 

127 countries of operations. 
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Future Challenges 


The major challenge for the future will therefore be for the Bank to find more 
creative ways of meeting the increasingly diverse needs of its clients, only 
some of which benefit from greater private capital. 


The Bank will continue to have a role in supporting international efforts to 
orevent financial crises, to provide financial support to countries in financial 
crisis, and especially to helo governments protect the poorest from the effects 
of crisis. Indeed, it is playing a critical role, in co-operation with the IMF, in 
strengthening financial sectors. Improving corporate governance and 
enhancing transparency and accountability of public sector activities are 
particularly important in putting together adequate institutional structures that 
may better withstand future crises. The Bank’s central role, however, remains 
the promotion of development programs that reduce poverty across and 
within countries. As the Bank moves increasingly to support nationally owned 
development strategies, its key challenge will be to work with developing 
country governments and civil society to ensure that there is sufficient 
capacity on the ground to develop and implement these strategies. The Bank 
will also have to work increasingly with other partners, both multilateral and 
bilateral, to improve the quality and effectiveness of development assistance 
within individual countries. At the same time, the Bank will need to look at 
more innovative ways to address the problems of the poorest countries, 
particularly those in Sub Saharan Africa. The Comprehensive Development 
Framework and the ensuing Poverty Reduction Strategy Papers should 

help guide the Bank by providing improved tools for assessing development 
needs of the developing countries. The Bank’s efforts to remain flexible in 

its approach to development and encourage country ownership of 
Bank-supported programs are steps in the right direction. 


_ Without careful attention to the unique needs of individual countries, the Bank 
will be unable to meet its objectives of improving the quality of its operations 
and strengthening its development impact. The Bank will also have to 
strengthen its development co-operation partnerships with bilateral donors 
and international organizations, and especially with United Nations agencies, 
as it becomes increasingly involved in the global public goods agenda. 


Thus, establishing priorities and being selective remain key. In this context, the 
Bank has moved to multi-year operational planning and has tied this process 
more closely to its internal budgeting cycle. 


Reform of the World Bank and other multilateral develooment banks is 

a priority for the G-7. Canada and its G-7 partners will continue to stress 
the need for the Bank to be much more selective and transparent in 

its operations. 
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JOINT ISSUES 


Overview 


The IMF and the World Bank are important institutions for Canada, each 
playing a unique role in the international economic and financial system. 
Nevertheless, there are key areas where the mandates of the two 

Bretton Woods institutions overlap, or where there is a requirement for close 
co-operation and co-ordination of activities. Indeed, at the Halifax Summit 
G-7 leaders asked that efforts be made to increase co-operation and 
co-ordination between the IMF and the World Bank. The heads of both 
institutions have put considerable effort into fulfilling that objective. Two 
particular examples — the joint preparation of a proposed program of 
assistance for HIPCs and co-operation on addressing financial sector reform — 
are examined below. Both the IMF and the World Bank are actively involved 
with the United Nations and governments in the process of planning the 
United Nations Financing for Development Conference, which will be held 

in 2002. Details are provided in a separate section below. 


Strengthening Financial Sectors 


Problems in the financial sector, and especially the banking system, can 
disrupt growth and macroeconomic stability and can spill over regionally and 
internationally, as highlighted by the emerging market financial crises of the 
late 1990s. In response to concerns about such problems, the IMF and World 
Bank are devoting increasing attention to financial sector issues. Discussions 
in both institutions in the past couple of years have focused on how they can 
assist member countries to establish and maintain sound financial systems. 


The special Financial Sector Liaison Committee, composed of senior staff 
from the Fund and the World Bank, helps ensure effective collaboration 
between the two institutions on financial sector issues and enhance 
operational co-ordination on work in the financial sector in individual countries. 


To help identify and evaluate vulnerabilities in financial systems, and 

assess observance of core principles, standards and good practices by 
member countries, the IMF and World Bank introduced the joint Financial 
Sector Assessment Program (FSAP) on a pilot basis for a one-year period 
in May 1999. All 12 FSAP pilot missions were completed by April 2000. 
Following the spring 2000 review of the experience with the FSAP pilot, the 
IMF and World Bank agreed to extend the FSAP and expand the coverage 
to another 24 countries in 2001. 


Information on financial system standards assessed under the FSAP is used 
to support Fund surveillance through the Financial System Stability 
Assessments (FSSAs), which are provided to the Executive Board as 
background to the Article lV consultation process. The summary assessments 
of standards contained in FSSAs become modules of the Reports on the 
Observance of Standards and Codes. 
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The FSSAs include a form of “peer review” in that they are prepared with the 
participation of outside experts drawn from national supervisory agencies. 
This represents the operationalization of Canada’s peer review proposal made 
at the IMF meetings in April 1998. 


Canada was the first industrialized country to undergo an FSSA. IMF 
and World Bank staff members and outside specialists from Australia, 
Brazil, Germany, Sweden and the United States conducted a pilot 
review of Canada’s financial system in October 1999. The results of the 
peer review were released in the staff report for the 2000 Article IV 
consultation with Canada. Overall, the assessment found Canada’s 
financial system to be among the soundest in the world 

(see http://www.imf.org/external/pubs/cat/longres.cfm?sk&Sk=3420.0). 


The international financial institutions’ mandate to strengthen financial 
systems, promote good governance and fight corruption encompasses 

the enhancement of a country’s capacity to combat money laundering 

and financial abuse. At the Prague IMF/World Bank Annual Meetings, the 
International Monetary and Financial Committee recognized that the Fund 
has to play its role as part of the international efforts to protect the integrity 
of the international financial system against financial abuse, including through 
its efforts to promote sound financial sectors and good governance. It asked 
the Fund to explore how to incorporate work on financial abuse, particularly 
with respect to international efforts to fight money laundering, into its activities. 
It called on the Fund to prepare a joint paper with the World Bank on their 
respective roles in combatting money laundering and financial crime for 
discussion by their Boards before the spring International Monetary and 
Financial Committee/Development Committee meetings, and asked them 

to report to the meetings on the status of their efforts. 


_ Following the recommendation of the Financial Stability Forum, the IMF also 
agreed to carry out assessments of offshore financial centres (OFCs) to help 
them identify and reduce vulnerabilities in their financial systems. The IMF 
expects to complete 12 OFC assessments in 2001. 


Multilateral Debt Relief 


At the Halifax Summit in June 1995, the G-7 countries urged the Bretton 
Woods institutions to develop a comprehensive approach to address the 
special problems of the poorest countries with large multilateral debt burdens. 
This was to be done through the flexible application of existing instruments 
and the creation of new mechanisms for debt relief. Just over a year later, 

at the 1996 annual meetings of the IMF and World Bank, the details of a 

new debt initiative for the HIPCs were endorsed by the membership of the 
two institutions. 
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The primary goal of this initiative is to ensure that HIPCs demonstrating a 
track record of sustained good policy performance are able to achieve overall 
external debt sustainability, strengthen their poverty reduction programs and 
permanently “exit” from future debt rescheduling exercises. 


Between its inception and the KdIn Summit in 1999, debt relief under the 
original HIPC framework was agreed to for seven countries — Bolivia, Guyana, 
Burkina Faso, Cote d’lvoire, Mali, Mozambique and Uganda — totalling 
US$3.5 billion in present-value terms, or a reduction in nominal debt service 
of about US$6.9 billion. 


In the fall of 1998 the international community officially noted that the HIPC 
Initiative was not delivering its promise of debt sustainability and poverty 
reduction. Debt relief was too little, too late and available to too few countries. 
Canada, other donor countries and civil society called for and submitted 
proposals for an enhanced HIPC Initiative. At the Koln Summit in June 1999, 
G-7 leaders collectively agreed on enhancements to the HIPC Initiative to 
provide deeper, faster and broader debt relief with an enhanced link to poverty 
reduction. The G-7 debt plan adopted many of Canada’s proposals, and the 
emphasis on peverty reduction reflects the core mandate of the Canadian 
development assistance program. In the fall of 1999 the World Bank and 

IMF endorsed an enhanced HIPC debt initiative and introduced Poverty 
Reduction Strategy Papers (PRSPs) as the main mechanism for ensuring that 
gains secured from debt relief are used to invest in social sectors, particularly 
in health and education. 


The enhanced HIPC debt initiative promises faster, deeper and broader debt 
relief. Debt relief will be faster since the multilateral creditors are agreeing, 

for the first time, to provide debt relief starting at the point of decision on a 
country’s eligibility for HIPC relief. Moreover, the country could benefit from the 
bulk of debt relief earlier by accelerating its reform efforts. The new HIPC debt 
initiative, once fully implemented, will also deliver over US$28 billion, instead 
of some US$13 billion under the original HIPC Initiative. Moreover, among the 
41 HIPCs, 37 countries are now expected to be eligible for enhanced debt 
relief, compared to 29 under the original HIPC framework. 


The enhanced HIPC debt initiative will further reduce debt service ratios 

and release considerable resources for social sector expenditures and other 
key priorities. The new PRSPs will serve as a tool to strengthen the linkages 
between debt relief and poverty reduction and to ensure that the resources 
released from debt relief mean additional monies for social spending and 
poverty reduction programs. The PRSPs are to be developed by the individual 
HIPC governments in consultation with the international financial institutions 
and broad segments of civil society, and will guide country assistance 
programs of both the IMF and the World Bank. The PRSPs, by putting the 
HIPCs in the driver’s seat, hold the promise of accelerating poverty reduction. 


69 


REPORT ON OPERATIONS UNDER THE 


In 2000 the IMF and World Bank implemented the enhanced HIPC debt 
initiative, striving to reach the target of 20 countries with debt relief packages 
by year-end. In total, by the end of 2000, 22 countries qualified for debt relief 
worth US$20 billion in present-value terms, which will save these countries 
US$34 billion in debt service over time — money that can be used for critical 
investments in social priorities. According to World Bank estimates, HIPC 
debt relief alone will cut in half the debt burdens of these countries. Moreover, 
with bilateral creditors providing additional debt reduction under traditional 
debt relief mechanisms and, in some cases, 100-per-cent debt forgiveness, 
these countries will see their debt levels reduced by two-thirds. All 

22 countries have in place at least interim poverty reduction strategies to 
ensure debt relief savings are allocated to development priorities, especially 
health and education. 


Looking ahead, 15 countries with unsustainable debt burdens remain. Many 
of them are engaged in civil or military conflict or are working towards peace 
and reconstruction. Canada and its G-7 partners are currently engaged in 
discussions with these countries with a view to promoting a speedy return 
to peace and early access to HIPC debt relief. 


Canada has been at the forefront of international efforts for a swift and 
decisive approach to the debt burdens of the world’s poorest countries both 
multilaterally and bilaterally. Multilaterally, Canada has consistently advanced 
the debt relief agenda by: 


e leading efforts in the G-7 for the enhanced HIPC debt initiative (announced 
in September 1999), which is broadly in line with the Canadian proposals 
announced by Prime Minister Jean Chrétien in March 1999; debt relief will 
more than double to US$28.6 billion; 


© contributing C$215 million to the debt relief trust funds at the IMF 
(C$65 million) and World Bank (C$150 million) to ensure timely debt relief 
for deserving countries; 


e calling on all bilateral creditors to put in place a moratorium on debt 
payments from reforming HIPCs; 


® proposing at the Commonwealth Finance Ministers Meeting in 
September 2000 the creation of a committee comprising HIPCs to give 
voice to the concerns of the poorest countries regarding implementation 
and progress of the enhanced HIPC Initiative; this proposal was endorsed 
by Commonwealth finance ministers; and 


e calling for flexibility in linking HIPC debt relief to the PRSP process to avoid 
delaying debt relief to deserving countries. 
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Bilaterally, Canada is helping the poorest countries by: 


e as of January 1, 2001, introducing a debt moratorium stopping the 
collection of debt payments from 11 reforming HIPCs on loans outstanding 
as of March 31, 1999; 


e having forgiven $1.3 billion in Official Development Assistance (ODA) debt 
to 46 developing countries since 1978; this includes all of its ODA debt to 
22 HIPCs at a cost of $900 million; of the HIPCs, only Burma currently has 
ODA debt to Canada; 


¢ providing development assistance since 1986 on a grant basis; 
therefore Canada is not contributing to a worsening of the debt problems 
in the poorest countries; and 


e having contributed $8 million to the Central American Emergency Trust 
Fund at the World Bank to provide debt relief to those countries devastated 
by Hurricane Mitch. 


In the fall of 1998 Canada became a leading voice in calling for HIPC reforms. 
On March 25, 1999, Prime Minister Jean Chrétien announced the Canadian 
proposals to enhance debt relief and, in so doing, Canada emerged as a 
leader among the G-7 on the debt issue. Moreover, Canada pledged to 
provide 100-per-cent debt relief to the poorest countries. The February 2000 
budget expanded the 100-per-cent debt forgiveness to all eligible HIPCs 
that are making a real effort to improve the well-being of their citizens. 
Seventeen countries expected to require HIPC assistance have debts owing 
to Canada, totalling over C$1 billion. On January 1, 2001, Canada stopped 
collecting debt payments from 11 reforming countries and pledged to put in 
place a debt moratorium for the remaining 6 countries once they are 
committed to the principles of peace and good governance. 
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Existing Mechanisms for Assisting Heavily Indebted 
Poor Countries 


World Bank Mechanisms 


Regular Lending — The World Bank makes IDA credits available on highly 
concessional terms. In general, these take the form of 35-year or 40-year 
loans which carry no interest rate charges. 


Enhanced Access — Countries which are making special efforts to clear their 
arrears or undertake comprehensive debt workouts are given increased 
access to relatively scarce IDA resources. 


The Fifth Dimension Facility — IDA-only countries that have incurred past 
market-rate borrowings from the IBRD also receive annual interest rate 
subsidies. In recent years these have had the effect of reducing the interest 
rate on the earlier IBRD loans from an average of about 6 per cent to less 
than 1 per cent. 


IDA-Only Debt Reduction Facility — The IBRD provides grant financing 
(which carries no interest or principal) to eliminate up to 100 per cent of the 
debt that IDA-only countries owe to commercial banks. To date this World 
Bank facility has extinguished US$3.8 billion of commercial-bank debt at no 
cost to these developing countries. 


International Monetary Fund Mechanisms 


Surveillance of Policies — In individual countries the IMF provides advice 
encouraging the adoption of policies that provide a basis for sustained 
economic growth and price stability. More broadly, IMF surveillance of the 
global monetary system is aimed at promoting the balanced growth of world 
trade and an orderly and stable system of exchange rates. 


Poverty Reduction and Growth Facility — The Poverty Reduction and 
Growth Facility (PRGF) is the IMF’s major source of concessional financing 
for low-income countries undertaking major reform efforts in the context of 
an IMF program. In recognition of the special challenges of these countries, 
the PRGF provides loans that carry longer maturity periods and significantly 
lower interest rates than regular IMF arrangements. 


Technical Assistance — Both the IMF and World Bank provide substantial 
technical assistance to low-income countries to help strengthen their debt 
management policies. 
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World Bank and IMF Participation in the United Nations 
Financing for Development Conference 


In January 2000 the United Nations (UN) General Assembly recommended 
that a high-level Financing for Development (FFD) “event” be convened in 
2001. The purpose of the event, which is now scheduled for early 2002, is 
to discuss national, international and systemic issues relating to financing 
for developing countries in light of increasing financial and economic 
interdependence under globalization. Participants will also likely discuss 
financing of proposals endorsed by major UN conferences and summits 
during the 1990s. The UN is working with the World Bank, IMF and World 
Trade Organization in preparing for the conference. Civil society is engaged in 
the process through a series of regional advance preparatory consultations 
and will be invited to participate in the event itself. 


The UN FFD is served by a Bureau comprising 15 UN representatives and 
co-chaired by the Permanent Representatives of Denmark and Thailand. 
There is also an FFD Secretariat, which includes staff seconded from the 
World Bank. Technical working groups, staffed from stakeholder institutions 
(including the Fund and Bank), were established to examine the six issues 
on the FFD agenda: domestic resource mobilization, private flows, trade, 
Official Development Assistance, debt and systemic issues. Their work has 
fed into the UN Secretary General’s report released in January 2001. 


That report was the focus of discussions at the February 12-23 Preparatory 
Committee meeting in New York. There will be two more Preparatory 
Committee meetings in May 2001 and early 2002. There have also been 

a series of meetings over the past year to help prepare for the event. These 
have included a series of regional meetings, as well as special meetings with 
representatives of the international NGO and business communities. The 
format and venue for the 2002 event remain to be determined. The final 
outcome or product of the event (e.g. a declaration, an action plan) is also 
not yet Known. 


The UN Secretary General recently established a panel to advise him on 
FFD issues and help build momentum for the event. The panel is headed 
by Dr. Ernesto Zedillo, former President of Mexico, and includes many 
well-known persons such as Robert Rubin, former US Treasury Secretary. 
Their report is expected to be ready by May 2001. The UN is hoping that 
finance ministries will be engaged in the FFD process and event, along 
with foreign ministries, which are traditionally responsible for UN affairs, 
and development co-operation ministries and agencies. 
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BRETTON WOODS AND RELATED AGREEMENTS ACT — 2000 


ANNEX 1 


Active IMF Lending Arrangements — As of December 31, 2000 


Member 


Date of 
arrangement 


Expiration 
date 


Amount 
approved 


Undrawn 
balance 


Stand-By Arrangements - Total 


Argentina! 

Bosnia and 
Herzegovina 
Brazil’ 

Ecuador 

Estonia 

Gabon 

Latvia 

Lithuania 

Nigeria 

Pakistan 

Panama 
Papua New Guinea 
Romania 

Turkey! 

Uruguay 


March 10, 2000 


May 29, 1998 
December 2, 1998 
April 19, 2000 
March 1, 2000 
October 23, 2000 
December 10, 1999 
March 8, 2000 
August 4, 2000 
November 29, 2000 
June 30, 2000 
March 29, 2000 
August 5, 1999 
December 22, 1999 
May 31, 2000 


March 9, 2003 


May 29, 2001 
December 1, 2001 
April 18, 2001 
August 31, 2001 
April 22, 2002 

April 9, 2001 

June 7, 2001 
August 3, 2001 
September 30, 2001 
March 29, 2002 
May 28, 2001 
February 28, 2001 
December 21, 2002 
March 31, 2002 


Extended Fund Facility arrangements - Total 


Bulgaria 

Columbia 

FYR Macedonia 
Indonesia 

Jordan 

Kazakhstan 

Peru 

Ukraine 

Yemen, Republic of 


September 25, 1998 
December 20, 1999 
November 29, 2000 
February 4, 2000 
April 15, 1999 
December 13, 1999 
June 24, 1999 
September 4, 1998 
October 29, 1997 


September 24, 2001 
December 19, 2002 
November 28, 2003 
December 31, 2002 
April 14, 2002 
December 12, 2002 
May 31, 2002 
September 3, 2001 
March 1, 2001 


1 Includes amounts under the Supplemental Reserve Facility. 


(in SDR millions) 


32,172.69 
10,585.50 


94.42 
10,419.84 
226.73 
29.34 
92.58 
33.00 
61.80 
788.94 
465.00 
64.00 
85.54 
400.00 
8,676.00 
150.00 


9,112.57 
627.62 
1,957.00 
24.12 
3,638.00 
127.88 
329.10 
383.00 
1,919.95 
105.90 


19,346.28 
8,997.67 


1929 
2,550.69 
113.38 
29.34 
79.36 
33.00 
61.80 
788.94 
315.00 
64.00 
56.66 
260.25 
5,832.20 
150.00 


6,758.51 
104.62 
1,957.00 
Leo 
2,786.85 
91.34 
329.10 
383.00 
100TS 
65.90 
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ANNEX I 
Active IMF Lending Arrangements - As of December 31, 2000 (cont'd) 
Date of Expiration Amount Undrawn 

Member arrangement date approved balance 
eres at “Uk a (in SDR millions) 
Poverty Reduction and Growth Facility arrangements — Total 2,870.28 1,676.05 
Albania May 13, 1998 July 31, 2001 45.04 9.41 
Benin July 17, 2000 July 16, 2003 27.00 20.20 
Bolivia September 18, 1998 September 17, 2001 100.96 56.10 
Burkina Faso September 10, 1999 September 9, 2002 39.12 27.94 
Cambodia October 22, 1999 October 21, 2002 58.50 41.79 
Cameroon December 21,2000 December 20, 2003 111.42 95.50 
Central African 

Republic July 20, 1998 July 19, 2001 49.44 32.96 
Chad January 7, 2000 January 7, 2003 36.40 26.00 
Céte d’lvoire March 17, 1998 March 16, 2001 285.84 161.98 
Djibouti October 18, 1999 October 17, 2002 19.08 13:63 
FYR Macedonia November 29, 2000 November 28, 2003 10.34 8.61 
Gambia June 29, 1998 June 28, 2001 20.61 6.87 
Ghana May 3, 1999 May 2, 2002 191.90 120.85 
Guinea January 13, 1997 January 12, 2001 70.80 1803 
Guinea-Bissau December 15,2000 December 14, 2003 14.20 9.12 
Guyana July 15, 1998 July 14, 2001 53:16 28.88 
Honduras March 26, 1999 March 25, 2002 1OO.20 64.60 
Kenya August 4, 2000 August 3, 2003 190.00 156.40 
Kyrgyz Republic June 26, 1998 June 25, 2001 13.38 28.69 
Malawi December 21,2000 December 20, 2003 45a 38.67 
Mali August 6, 1999 August 5, 2002 46.65 33.15 
Mauritania July 21, 1999 July 20, 2002 42.49 30.35 
Moldova December 15,2000 December 14, 2003 110.88 101.64 
Mozambique June 28, 1999 June 27, 2002 87.20 33.60 
Nicaragua March 18, 1998 March 17, 2001 148.96 33.64 
Niger December 14,2000 December 21, 2003 59.20 50.74 
Rwanda June 24, 1998 June 23, 2001 71.40 19.04 
Sao Tomé and 

Principe April 28, 2000 April 28, 2003 6.66 4.76 
Senegal April 20, 1998 April 19, 2001 107.01 42.80 
Tajikistan June 24, 1998 December 24, 2001 100.30 34.02 
Tanzania March 31, 2000 March 30, 2003 135.00 95.00 
Uganda November 10, 1997 March 31, 2001 100.43 8.93 
Zambia March 25, 1999 March 28, 2003 254.45 224.45 
Total 44,155.54 27,780.84 
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ANNEX 2 


IBRD Loans and IDA Credits —- 
Fiscal Year 2000 (July 1, 1999 — June 30, 2000) 


IBRD IDA Total 
Amount Amount No. Amount 


(in millions of US dollars) 


By area 
Africa 97.6 2,061.4 69 2, 1D9iA 
East Asia 2,495.3 483.8 28 2,979.1 
Europe and Central Asia eh oeal 309.1 47 3,042.1 
Latin America and the Caribbean 3,898.1 165.3 40 4,063.5 
Middle East and North Africa 760.2 159.8 18 920.0 
South Asia 934.2 sa oF 21 2,112.4 
Total 10,918.6 4,357.6 223 V15,276.2 
By purpose 
Agriculture : 768.6 356.6 Nes 
Economic policy 759.6 Deme 1,286.8 
Education 215.3 468.7 684.0 
Electric power and energy 746.5 247.7 994.2 
Environment 454.1 60.0 514.1 
Finance 1,660.8 167.2 1,828.0 
Health, nutrition and population 407.6 579.4 987.0 
Mining 54.5 - 54.5 
Multisector 561.0 165.5 726.5 
Oil and gas 143.3 23.7 167.0 
Private sector development au. 216.3 221.3 
Public sector management 1,806.2 455.9 2,262.1 
Social protection 716.6 384.4 1,101.0 
Telecommunications 83.3 26.0 109.3 
Transportation ABS 534.9 1,690.0 
Urban development 587.2 34.4 621.6 
Water supply and sanitation 793.9 109.7 903.6 
Total 10,918.6 4,357.6 15,276.2 
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ANNEX 3 
IBRD Loans and IDA Credits to Developing Countries 
IBRD IDA Total 
No. Amount No. Amount No. Amount 


millions of US dollars) 


=y 


By fiscal year! 


Cumulative to 1968 549 11,418.14 116 1,031.9 665 13,249.9 
Total 1969-1973 374 8,917.8 273 3,931.6 647 12,849.4 
Total. 1974-1978 666 24,372.83 376 7,947.4 1,042 32,319.7 
Total 1979-1983 TA 44,908.0 518 16,368.T 1,229 Ol2rou 
1983-1984 129 11,947.2 106 3,575.0 235 192202 
1984-1985 131 11,356.3 105 3,028.1 236 14,384.4 
1985-1986 131 13,178.8 o7 3,139.9 228 16,318.7 
1986-1987 V7 14,188.2 108 3,485.8 235 17,674.0 
1987-1988 118 14,762.0 99 4,458.7 eds 19,2207 
1988-1989 119 16,433.2 106 4,933.6 225 21,366.8 
1989-1990 121 kerma Ache 101 5,922.0 222 20; 7 OF 
1990-1991 126 16,392;2 103 6,293.3 229 22,685.5 
19eile 1992 112 15,156.0 110 6,549.7 Cen 217 OS9%, 
1992-1993 122 16,944.5 123 6,751.4 245 23,695.9 
1993-1994 124 14,243.9 104 6,592.1 228 20,836.0 
1994-1995 134 16,852.6 108 5,669.2 242 22,921.8 
1995-1996 129 14,656.0 T2/ 6,864.0 256 21,520.0 
1996-1997 141 14,525.0 100 4,622.0 241 19,147.0 
1997-1998 151 21,086.2 135 7,907.8 286 28,594.0 
1998-1999 131 22,1823 145 6,811.8 276 28,994. 1 
1999-2000 97 10,918.6 126 4,357.6 223 15;276,2 
Total 4,443 349,618.9 3,186 120,240.9 7,629 469,859.8 


| Fiscal years are those of the World Bank Group (July 1 to June 30). 
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ANNEX 4 


Disbursements by IBRD and IDA Borrowers - 
Goods and Services From Canada — To June 30, 2000 


IBRD IDA Total 
Amount Amount Amount 
(in millions of US dollars) 


By calendar year 


Cumulative to December 1960 183.5 - HESS 
1961 8.2 - ee 
1962 3. - ony 
1963 5.6 7.4 13.0 
1964 4.7 18 6.5 
1965 5.4 ea 8.1 
1966 11.6 ep: 16.9 
1967 ie VA 27.9 
1968 levee 7.8 14.1 
1969 4.4 11.0 jas 
1970 7.6 tes 8.9 
1971 et uw 13 
1972 10.5 23 12.6 
1973 12.4 Bal VS 
1974 15.6 8.4 24.2 
1975 22.1 15.0 Ore 
1976 25 i 10.8 36.5 
1977 S45 4.8 39.3 
1978 26.1 NS: O16 
1979 44.4 8.1 Den 
1980 ee ets 59.3 
1981 94.3 14.5 108.8 
1982 750) 17.6 92.6 
1983 82.3 26.9 109.2 
1984 92.6 54,3 146.9 
1985 94.3 39.7 134.0 
1986 184.8 46.8 231.6 
1987 (January — June) 92.8 23.4 1162 
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ANNEX 4 


Disbursements by IBRD and IDA Borrowers — 
Goods and Services From Canada - To June 30, 2000 (cont’d) 


_ IBRD ere OO aes __Total 
Amount Amount Amount 
(in millions of US dollars) 

By fiscal year! 
1987 — 1988 182.1 Aad 229.5 
1988 — 1989 197.0 45.0 242.0 
1989 — 1990 164.0 41.0 205.0 
1990 — 1991 139.0 34.0 173.0 
1991 -— 1992 acon le) 38.0 169.0 
1992 — 1998 oe@ 41.0 192.0 
1993 — 1994 cleo) 69.0 184.0 
1994 — 1995 123.0 48.0 ako 
1995 — 1996 169.0 56.0 22500 
1996 — 1997 113.0 42.0 156.0) 
1997 — 1998 82.0 C0, 114.0 
1998 — 1999 69.0 S70 106.0 
1999 — 2000 030 22.0 95.0 
Total 2,833.0 872.0 3,705.0 
Per cent of total disbursements Shes 18 De 
Per cent of FY 2000 
disbursements Croe eras 2.18 


| Fiscal years are those of the World Bank Group (July 1 to June 30). 
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ANNEX 5 


IBRD Loans and IDA Cumulative Lending by Country - 


As of June 30, 2000 


IBRD loans IDA loans Total loans 
Amount Amount No. Amount 
(in millions of US dollars) 

Borrower or guarantor 
Afghanistan - 230.1 20 230.1 
Africa region 259.8 45.5 12 305.3 
Albania - 541.4 39 541.4 
Algeria 5,656.0 - 65 5,656;0 
Angola - 310.8 11 310.8 
Argentina 14,2718 - TOS. Thee acs 
Armenia 12.0 583.4 Ze 595.4 
Australia 417.7 - 7 ANT 
Austria 106.4 - 9 106.4 
Azerbaijan - 411.2 13 ATA 2 
Bahamas 42.8 - o 42.8 
Bangladesh 46.1 9,262.8 164 9,308.9 
Barbados 103.2 - a 103.2 
Belarus WO2 - 3 WO? 
Belgium 76.0 _ 4 76.0 
Belize Teo - 8 71.8 
Benin - 733,59 50 733.5 
Bhutan = 64.3 9 64.3 
Bolivia 299.3 1,569.2 las 1,868.5 
Bosnia and Herzegovina _ Seo.2 28 685.2 
Botswana 280.7 15:8 25 296.5 
Brazil 28,702.8 - 2506 28)7026 
Bulgaria 1,430.8 ~ 22 1,430.8 
Burkina Faso 1.9 927.2 Sl 929.1 
Burundi 4.8 741.0 49 745.8 
Cambodia - 385.1 ha 385.1 
Cameroon 1,347.8 1,062.7 71 2,410.5 
Cape Verde - 149.4 is) 149.4 
Caribbean region 83.0 43.0 6 126.0 
Central African Republic ~ 431.5 26 431.5 
Chad 39.5 704.9 39 744.4 
Chile 3,585.9 19.0 61 3,604.9 
China 24,778.8 9,946.7 227 ©34,725.5 
Colombia 9,831.6 19.5 158 9,851.1 
Comoros ~ 101.7 16 101.7 
Congo, Democratic Republic of 330.0 AgtS 1.0 66 1,481.5 
Congo, Republic of Z1G.F 183.6 20 400.3 
Costa Rica 921.5 55 39 927.0 
Céte d’lvoire 2,887.9 1,830.5 86 4,718.4 
Croatia 762.7 - 15 762.7 
Cyprus 418.8 - 30 418.8 
Czech Republic 776.0 ~ 3 776.0 
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IBRD Loans and IDA Cumulative Lending by Country - 


As of June 30, 2000 (cont’d) 


IBRD loans IDA loans Total loans 
Amount Amount No. Amount 
(in millions of US dollars) 

Denmark 85.0 - S 85.0 
Djibouti - 90.6 a2 90.6 
Dominica Sal yy 4 AEA 
Dominican Republic 868.3 Zen) 32 890.3 
Eastern Africa region - 45.0 1 45.0 
Ecuador 2,624.3 36.9 is 2,661.2 
Egypt, Arab Republic of 4,497.5 1,984.0 104 6,481.5 
El Salvador 820.6 20:0 34 846.2 
Equatorial Guinea - 45.0 9 45.0 
Eritrea - 150.4 6 150.4 
Estonia hel Onré - 8 150.7 
Ethiopia 108.6 2,902.7 f2 301s 
Fiji 1629 - 12 152.9 
Finland 316.8 - 18 316.8 
France 250.0 - 1 250.0 
Gabon 22kO - 14 227.0 
Gambia - 2 Nore Zo 2132 
Georgia - O57 :2 24 5572 
Ghana 207.0 3,544.9 106 SOAsG 
Greece 490.8 ~ 17 490.8 
Grenada o.0 8.8 2 12-7 
Guatemala 1,058.1 - oe 1,058.1 
Guinea Loe 1,148.2 ew? 1,223.4 
Guinea-Bissau - 259.9 Pes 259.9 
Guyana 80.0 307.6 29 387.6 
Haiti 226 626.5 Sr 629.1 
Honduras AGS: TOTO 56 1,729.2 
Hungary 4,333.6 - 40 4,333.6 
Iceland ANT) - 10 47.1 
India 26,762.4 27,027.8 412, 153, 79@ie 
Indonesia 2,056:3 is loo 290 §=28, 244.5 
lran, Islamic Republic of 2,290.1 - 4 2,290.1 
Iraq 156.2 - 6 156:2 
lreland 152-5 - 8 1o2s5 
Israel 284.5 - 11 284.5 
Italy 399.6 - 8 399.6 
Jamaica To20.0 - 62 120.0 
Japan 862.9 - 31 862.9 
Jordan 1,916.7 85.3 66 2,002.0 
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ANNEX 5 


IBRD Loans and IDA Cumulative Lending by Country - 


As of June 30, 2000 (cont’d) 


IBRD loans IDA loans Total loans 
Amount Amount No. Amount 
(in millions of US dollars) 
Kazakhstan, Republic of 1,819.1 - 21 Legal 
Kenya 1,200.7 2,870.8 119 4,071.5 
Korea, Republic of 15,647.0 110.8 120.8 1.577.5738 
Kyrgyz Republic - 534.4 21 534.4 
Lao People’s Democratic Republic - 510) Zt 576.0 
Latvia 355.4 - qe 355.4 
Lebanon 920.1 - ile 920.1 
Lesotho 189.0 303.2 30 458.2 
Liberia 156.0 114.5 Bo PEGORS. 
Lithuania 349.9 - 14 349.9 
Luxembourg 12.0 - 1 12.0 
Macedonia, FYR of 208;5 293.8 Wy, 499.3 
Madagascar 382.9 1,853.0 82 1,885.9 
Malawi 124.1 1,874:5 fe 1,998.6 
Malaysia 4,150.6 - 87 4,150.6 
Maldives - 64.9 re 64.9 
Mali 1.9 1,381.4 62 1,083.2 
Malta fers) - 1 {D 
Mauritania 146.0 595.9 49 741.9 
Mauritius 417.8 20.2 35 438.0 
Mexico CHW Ash: - 173° Siet3-8 
Moldova 302.8 146.0 15 448.8 
Mongolia ~ 20T 12 20738 
Morocco 8,442.8 50.8 128 8,493.6 
Mozambique _ 1,973.6 Cie 1,973.6 
Myanmar 33.4 804.0 33 837.4 
Nepal - 1,612.0 TA 1,612.0 
Netherlands, The 244.0 - 8 244.0 
New Zealand 126.8 - 6 126.8 
Nicaragua 233.0 875.4 Pe 1,109.0 
Niger - 826.9 46 826.9 
Nigeria 6,248.2 982.9 101 ieotes 
Norway 145.0 _ 6 145.0 
Organization of Eastern 
Caribbean States countries 24.5 12.6 3 ST al 
Oman 167.1 - 11 1D 
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IBRD Loans and IDA Cumulative Lending by Country - 
As of June 30, 2000 (cont’d) 


IBRD loans IDA loans Total loans 


Amount Amount No. Amount 


(in millions of US dollars) 


Pakistan 6,614.2 5,468.1 191 12,0823 
Panama 1,179.8 - 42 1,179.8 
Papua New Guinea 729.3 44332 42 842.5 
Paraguay 807.9 45.5 42 853.4 
Peru 5,148.2 = 85 5 TAG 2 
Philippines 10,993.9 294.2 169) OST ZeSa 
Poland Byte ~ oo 5,130.2 
Portugal 1,338.8 - 32 1,338.8 
Romania 5,308.4 - 62 5,308.4 
Russia ih opis! ~ 44° Wore 
Rwanda - 929.4 50 929.4 
Samoa ~ 61.0 9 61.0 
Sao Tomé and Principe - 58.9 8 58.9 
Senegal 164.9 1,863.1 95 2,028.1 
Seychelles 10.7 - 2 10.7 
Sierra Leone 16.0 458.7 Ai 477.4 
Singapore 181.3 - 14 181.3 
Slovak Republic 135.0 - 2 135.0 
Slovenia Vit - <) VEE 
Solomon Islands - 49.9 8 49.9 
Somalia - 492.1 39 492.1 
South Africa 287.8 - 12 287.8 
Spain 478.7 _ 12 478.7 
Sri Lanka 210.7 2,104 85 2,52rat 
Saint Kitts and Nevis ees) lee) 1 3.0 
Saint Lucia 10.0 Pore 4 2200 
Saint Vincent and the Grenadines 1.4 6.4 2 7.8 
Sudan 166.0 1,352.9 60 15169 
Swaziland 104.8 (ere 14 Titeno 
Syrian Arab Republic 613.2 4/3 20 660.5 
Taiwan, Province of China 329.4 133 18 344.7 
Tajikistan - 208.2 13 208.2 
Tanzania 318.9 3,467.8 114 3) (S67 
Thailand 7,979.1 lear 124 8,104.2 
Togo 20.0 (ooo 42 VOS.0 
Tonga oy 5.0 Z 5.0 
Trinidad and Tobago 313.6 - Zs 313.6 
Tunisia 4,625.7 74.6 116 4,700.3 
Turkey 15,540.2 178.5 139" vy iSsyvalean 
Turkmenistan 89.5 - 3 89.5 
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IBRD Loans and IDA Cumulative Lending by Country - 


As of June 30, 2000 (cont’d) 


IBRD loans IDA loans Total loans 
Amount Amount No. Amount 
(in millions of US dollars) 

Uganda 9.1 2,862.3 73 2,871.4 
Ukraine 2,840.1 - 17 2,840.1 
Uruguay 1,748.6 _ 46 1,748.6 
Uzbekistan 463.0 - 10 463.0 
Vanuatu = 15.4 4 15.4 
Venezuela 3,298.1 - 39 3,298.1 
Vietnam - 2,640.3 at 2,640.3 
Western Africa region 6.1 62.5 4 58.6 
Yemen, Republic of - agers) 118 th eee 
Yugoslavia 6,114.7 - 90 6,114.7 
Zambia 679.1 2,386.1 ree 3,065.2 
Zimbabwe 983.2 661.9 36 1,645.1 


Bank-wide total 


349,583.1 


120,216,7. 


7,615 469,801.8 
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ANNEX 6 


Projects Approved for IBRD and IDA Assistance in Fiscal Year 2000, 
by Country (July 1, 1999 - June 30, 2000) 


IBRD loans IDA loans — Total loans 
Amount Amount No. Amount 
(in millions of US dollars) 

Borrower or guarantor 
Albania - 59.6 6 59.6 
Algeria 97.5 ~ 3 97.5 
Angola a 33:0 1 CCH) 
Argentina 57.4 _ 2 57.4 
Armenia - 60.0 2 60.0 
Azerbaijan - 42.0 1 42.0 
Bangladesh = 171.9 4 nelle) 
Benin - Cie 3 Sih 
Bhutan - 22.4 2 224 
Bolivia — 4.8 1 4.8 
Bosnia and Herzegovina ~ 37.6 3 37.6 
Brazil 1,290.0 - 8 1,290.0 
Bulgaria 220.7 - 4 220:7. 
Burkina Faso — 25.0 1 25.0 
Burundi ~ 47.0 2 47.0 
Cambodia - AAT 4 Aba 7 
Cameroon er ST 3 91.1 
Cape Verde _ oO) 1 3.0 
Central African Republic - 28.0 2 28.0 
Chad 39.5 82.7 4 VZoe2 
China Gl20 - 8 1,672.5 
Colombia 941.0 - 6 941.0 
Costa Rica C226 - 1 32.6 
Céte d’lvoire - 28.2 Z 28.2 
Croatia 29.0 = 1 29.0 
Djibouti - 15.0 1 15:0 
Dominican Republic V3 - 2 Ad 
Ecuador teh od - 2 Ome 
Egypt, Arab Republic of 50.0 - 1 50.0 
Estonia 25,0 - 1 20 
Georgia _ 47.6 2 47.6 
Ghana - 42.1 3 42.1 
Guinea - 19.0 1 19.0 
Guinea-Bissau - 25.0 1 2510 
Guyana = 4.8 1 4.8 
Honduras - Core 1 Coie 
Hungary 31.6 _ 1 31.6 
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Projects Approved for IBRD and IDA Assistance in Fiscal Year 2000, 


by Country (July 1, 1999 — June 30, 2000) (cont'd) 


IBRD loans _ IDA loans Total loans 
Amount Amount No. Amount 
(in millions of US dollars) 

India 934.2 866.5 11 1,800.7 
Indonesia CHO 120.4 S 164! 
lran, Islamic Republic of 232.0 - A 232.0 
Jordan ANG - 1 34.7 
Kazakhstan, Republic of 140.0 - 1 140.0 
Kyrgyz Republic ~ 34.4 3 34.4 
Latvia 40.4 = 1 40.4 
Lebanon 136.6 = 2 136.6 
Lesotho - alee 2 Wale 
Lithuania 56.6 - 2 56.6 
Madagascar - 109.6 3 109.6 
Malawi - 28.9 1 28.9 
Maldives - ats 1 Wire 
Mali - 139.9 3 139.9 
Mauritania - 83.1 4 83.1 
Mauritius 4.8 - 1 4.8 
Mexico 1169;6 - 4 Toe 
Mongolia - 32.0 1 32.0 
Morocco This - 2 (SE 
Mozambique — 161.6 4 161.6 
Nepal - 54.5 1 54.5 
Nicaragua - 120.9 ) 120.9 
Niger _ 10.4 1 10.4 
Nigeria - 80.0 S 80.0 
Papua New Guinea 132.3 - 4 132.3 
Peru 94.6 ~ 6) 94.6 
Philippines 217.0 ~ 3 eri. 
Poland 160.7 - 6 160.7 
Romania eS - 4 eo 
Russia 90.0 - 2 90.0 
Rwanda - 60.0 3 60.0 
Senegal - 160.8 5 160.8 
Sierra Leone - 55,0 2 55.0 
Slovenia 9.5 ~ 1 9.5 
Solomon Islands - 4.0 1 4.0 
Sri Lanka - 45.2 2 45.2 
Saint Lucia 15 1.5 1 3.0 
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Projects Approved for IBRD and IDA Assistance in Fiscal Year 2000, 
by Country (July 1, 1999 — June 30, 2000) (cont’d) 


IBRD loans IDA loans Total loans 
Amount Amount No. Amount 
(in millions of US dollars) 

Tajikistan - 27.9 3 27.9 
Tanzania - 329.7 6 329.7 
Thailand 400.0 - 1 400.0 
Tunisia 202.0 - 2 202.0 
Turkey 1,769.6 - 4 1,769.6 
Uganda - 147.9 2 147.9 
Ukraine 18.3 - 1 18.3 
Uruguay 107.9 — 2 107.9 
Uzbekistan 29.0 - 1 29.0 
Venezuela HO _ 1 a0) 
Vietnam - 265:7 S Piaiey 
Yemen, Republic of - 144.8 4 144.8 
Zambia - 270.4 4 270.4 
Zimbabwe - 5.0 1 5.0 
Bank-wide total 10,918.6 4,357.6 228. 1527622 
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BRETTON WOODS AND RELATED AGREEMENTS ACT — 2001 


INTRODUCTION 


The Bretton Woods institutions — the International Monetary Fund (the 

IMF or the Fund) and the World Bank! — were founded at a conference held 
in Bretton Woods, New Hampshire, in 1944. The IMF was established 

to promote the smooth functioning of the international monetary system, 
encourage international trade and support high rates of sustainable economic 
growth. To achieve these goals, it exercises a surveillance function by 
monitoring members’ economic policies, provides policy advice and technical 
assistance, and extends short- and medium-term financial assistance 

to countries faced with balance of payments difficulties. 


The World Bank’s goal is to reduce poverty by raising living standards and 
promoting sustainable development in developing countries. As the premier 
development institution in the world, it provides a wide range of assistance to 
developing countries, including lending and technical assistance for projects 
that promote sustainable growth and an improved quality of life, and 
economic policy advice. 


Canada is the eighth largest member of the IMF, along with China, after the 
six other Group of Seven (G-7) countries and Saudi Arabia, and it is the 

sixth largest member of the World Bank. On the Executive Boards of the 

two institutions, Canada also represents Antigua and Barbuda, the Bahamas, 
Barbados, Belize, Dominica, Grenada, Ireland, Jamaica, Saint Kitts and Nevis, 
Saint Lucia, and Saint Vincent and the Grenadines. On the Bank’s Executive 
Board Canada also represents Guyana. Canada’s formal participation in the 
two institutions is authorized under the Bretton Woods and Related 
Agreements Act. Section 13 of the Act states that: 


The Minister of Finance shall cause to be laid before Parliament, 

on or before March 31 next following the end of each calendar year 
or, if Parliament is not then sitting, on any of the first thirty days 
next thereafter that either House of Parliament is sitting, a report 
containing a general summary of operations under this Act and 
details of all those operations that directly affect Canada, including 
the resources and lending of the World Bank Group, the funds 
subscribed or contributed by Canada, borrowings in Canada and 
procurement of Canadian goods and services. 


1 In this document “World Bank” and “Bank” refer to the International Bank for Reconstruction 
and Development and the International Development Association. “World Bank Group” and 
“Bank Group” refer to the broader group of World Bank institutions that includes the 
International Finance Corporation and the Multilateral Investment Guarantee Agency, as well as 
the two institutions of the World Bank proper. For more details see the box on page 33. 
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This report has been prepared in accordance with this provision. The 
sections that follow review the activities and operations of first the IMF and 
then the Bank for the year 2001. A final section deals with issues common 
to both institutions. The annexes contain detailed numerical summaries of 
the year’s activities. 


Roles of the International Monetary Fund and World Bank 


International Monetary Fund World Bank 


m Oversees the international m Provides support for poverty 
monetary system and reduction in developing 
promotes international monetary countries through investments 
co-operation. in such areas as health and 


Promotes orderly exchange education. 
rate relations among member Promotes economic 
countries. development and structural 


Provides short- to medium-term reform in developing countries. 
financial support to members Assists developing countries 
facing balance of payments through long-term financing 
difficulties. of development projects and 


Provides support for poverty programs. 
reduction through promotion Provides special financial 
of economic stability. assistance to the poorest 
Draws its financial resources developing countries through 
primarily from the quota the International Development 
subscriptions of its members. Association. 
Stimulates private enterprise 
development and private 
investment in developing 
countries primarily through 
its affiliates, the International 
Finance Corporation and 
the Multilateral Investment 
Guarantee Agency. 


Enhances the flow of capital 

and technology for productive 
purposes to developing countries 
by providing investment 
insurance against non- 
commercial risks for investments 
in developing countries. 


Secures most of its financial 
resources by borrowing on 
international capital markets. 
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INTERNATIONAL MONETARY FUND 


Overview 


As a major trading nation, Canada benefits from a strong international 
monetary system that facilitates the free movement of goods, services and 
capital. The IMF promotes international financial stability and economic 
growth through the provision of policy, financial and technical assistance 
to countries experiencing unsustainable external imbalances and related 
economic difficulties. 


Benefits of Membership 


IMF membership provides a number of specific benefits: 


e The Minister of Finance is a Governor of the Fund and elects an Executive 
Director to its 24-member Executive Board. This representation allows 
Canada to have high-level influence on decisions taken by the IMF on 
specific country assistance programs and major policy issues affecting 
the world financial system. 


e The IMF, through its regular surveillance of the Canadian economy, provides 
Canada with an independent source of policy advice on macroeconomic 
policies and engages in regular dialogue on these policies with Canadian 
officials at the Department of Finance, other government agencies and the 
Bank of Canada. 

e The efforts of the IMF to make sure that countries abide by their obligations, 
including those under Fund-supported programs, help ensure that 
they repay Canadian bilateral loans and use our bilateral development 
assistance effectively. 


e Canada earns a market rate of return on its financial position in the IMF. 


e Were Canada to experience severe balance of payments difficulties, 
it would have the right to draw on IMF financial assistance. 
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How the IMF Works 


The IMF works like a credit union. It has a large pool of liquid assets, or 
resources, comprising national currencies, special drawing rights,! and other 
widely used international currencies provided by its members, which it makes 
available to help members finance temporary balance of payments problems. 


Members provide resources to the IMF in amounts determined by “quotas” 
reflecting each country’s relative importance in the world economy. 
A country’s quota in turn helps determine the amount of Fund resources that 
it may use should it experience economic difficulties. At the end of 2001 the 
total quotas for the Fund’s 183 members was SDR 212.4 billion. 


A member country uses the general resources of the IMF by purchasing 
(drawing) other members’ currencies with an equivalent amount of its own 
currency. A member repurchases (repays) its own currency from the IMF with 
other members’ currencies over a specified period of time, with interest. In 
this way, a member country receives credit from other members. 


Members seeking financial assistance can draw on four “credit tranches,” 
each amounting to 25 per cent of their quota. For access to resources 
beyond the first credit tranche, the member and the IMF have to reach an 
agreement on a set of economic measures and reforms aimed at removing 
the source of the country’s balance of payments difficulty and creating the 
conditions necessary for sustainable non-inflationary growth. 


Depending on the prospective duration of the problem, these measures 
are agreed to as part of a Stand-By Arrangement, which typically lasts 12 to 
18 months, or an Extended Fund Facility, which generally runs for three 
years. Short-term financing for balance of payments difficulties related to 
crises Of market confidence is also available through the Supplemental 
Reserve Facility, created in December 1997. A precautionary line of defence 
is available through Contingent Credit Lines, established in April 1999, to 
countries that are pursuing sound policies but are nonetheless vulnerable 
to contagion. 


Members can also use financial facilities created for specific purposes, 
including the Compensatory Financing Facility, which provides financial 
support to members experiencing temporary export shortfalls or other 
unforeseen adverse external shocks. 


Concessional financing to low-income developing countries under the 
Poverty Reduction and Growth Facility (formerly the Enhanced Structural 
Adjustment Facility) is made available in the form of low-interest loans with 
extended maturity periods. 


1 The special drawing right (SDR) is an international reserve asset created by the IMF 
and allocated periodically to its members as a supplement to their foreign currency 
and gold reserves. The SDR is also the standard unit of account for the IMF’s 
operations. It represents a weighted basket of four major currencies: the US dollar, the 
Japanese yen, the pound sterling and the euro. At the end of 2001 the exchange rate 
was SDR 1 = C$2.00. 
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Canada’s Priorities at the IMF 


Global Economic and Financial Stability 


Recent emerging market financial crises have underscored the need to 
strengthen the global financial architecture — the global institutions and rules 
that govern international economic and financial co-operation. In the past 
year work continued on ways to increase the effectiveness of the IMF in 

a world of large-scale private capital flows to help ensure that the benefits 
of globalization are shared as widely as possible. 


In co-operation with its international partners, Canada has played an 

active role in identifying areas where reforms are required and taking steps 

to implement those reforms. In 1999 and 2000 G-7 finance ministers made 

a number of recommendations intended to help reduce the risk of financial 
crises and make it easier to manage future crises more effectively. In their 
July 2001 Report to Leaders for the Genoa Summit, the G-7 finance ministers 
noted the substantial progress achieved over the last year in a number of 
areas, and highlighted in particular that the IMF had: 


¢ completed a major review of IMF lending facilities to enable a more efficient 
use of resources; 


e resolved to put crisis prevention at the heart of its activities; 
e undertaken important initiatives to strengthen financial sector surveillance; 


e considerably intensified its efforts to increase collaboration with the World 
Bank in the financial sector to identify countries’ vulnerabilities and, in the 
poorest countries, to fight poverty; 


¢ made progress in operationalizing a framework for private sector 
involvement in crisis prevention and resolution; and 


e taken significant measures to enhance its transparency and accountability, 
especially through the establishment of an Independent Evaluation Office. 


Progress was also made in defining and adopting a more focused role for 
the IMF by concentrating on the promotion of macroeconomic and financial 
stability. While these efforts were welcome, G-7 finance ministers noted 
that substantial work remained to be done on private sector involvement, 
the implementation of internationally agreed standards and codes, and the 
process of opening access to capital markets. 


A new dimension was added to the IMF’s activities following the terrorist 
attacks of September 11. The attacks led to the cancellation of the 2001 
Annual Meetings of the IMF and World Bank in Washington in late September 
and the postponement of the associated meetings of the International 
Monetary and Financial Committee of the IMF and the joint IMF/World 

Bank Development Committee. Given the importance of the work of these 
committees and the need to deal with the new challenges faced by the 
global economy, Canada hosted meetings of the International Monetary and 
Financial Committee and Development Committee in Ottawa in November, 
along with the Annual Meeting of G-20 Finance Ministers and Central Bank 
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Governors. The meetings were successful in affirming a willingness to take 
timely action, if necessary, to maintain stability and invigorate growth, and in 
reaching agreement on an action plan to combat the financing of terrorism. 


Looking forward, a key objective for Canada is to ensure that the Fund has 
the tools to promote international financial stability. To meet this objective, 
Canada supports: 


e strengthened surveillance to prevent crises through greater attention 
to financial vulnerabilities and increased transparency of information; 


¢ implementation of international codes and standards, with the IMF playing 
the lead role in assessing countries’ observance; 


¢ expanded financial sector work to combat money laundering and 
terrorist financing; 


¢ appropriate private sector involvement in the prevention and resolution 
of crises; 


¢ more focused conditionality and greater country ownership of 
IMF-supported programs; 


e safeguarding of IMF resources; 
e¢ strengthened governance and accountability of the IMF; and 
e adequate technical assistance. 


Canada continues to place a high priority on reducing poverty and ensuring 
that debt relief does indeed go to this purpose. The IMF plays a crucial role 
in supporting macroeconomic stability as a key tool for poverty reduction in 
the poorest countries and integrating its efforts with those of the World Bank 
in working with countries to reduce poverty. 


The Fund's involvement in the key areas outlined above, and Canada’s 
priorities related to these efforts, are described in more detail in the section 
entitled “Efforts to Promote International Financial Stability,” which follows 
the next section. 


Economic and Financial Developments 
in Emerging Markets 


Emerging market economies, which were already experiencing a growth 
slowdown in the first half of 2001, were significantly affected by the 
events of September 11 and the subsequent deterioration in global 
economic conditions. 


In general, Latin American countries experienced much weaker growth in 
2001 compared to 2000 due to weak global demand and low commodity 
prices. Foreign direct investment flows to the Latin American region dropped 
on reduced expectations of economic performance. Mexico fell into recession 
as the country’s exports to the U.S., its main trading partner, declined 

sharply. A drought-induced energy shortage in Brazil constrained its economic 
performance. Some emerging market economies were already in tenuous 
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financial situations. Argentina, which had received considerable financial 
assistance from the IMF and other international financial institutions earlier 
in the year, announced in December 2001 that it was formally suspending 
payments on its sovereign obligations. 


In 2001 Argentina was in its third year of recession, and investor and 
depositor confidence in the country continued to deteriorate over the course 
of the year. Despite the introduction of sweeping fiscal reforms in July, the 
economic situation worsened and Argentina required further assistance from 
the IMF. In September the Fund approved a US$8-billion augmentation to 
Argentina’s existing three-year Stand-By Arrangement/Supplemental Reserve 
Facility. However, Argentina’s commitment to a zero fiscal deficit appeared too 
difficult to honour, and investor sentiment weakened. As financial pressures 
mounted in December, limits were placed on withdrawals from the banking 
system in an attempt to avert a run on commercial banks. A formal default on 
Argentina’s sovereign debt was announced towards the end of the year, and 
the decade-old peg between the peso and US dollar was broken. 


Turkey, which had also received financial assistance from the IMF and the 
World Bank earlier in the year, fell further into recession and required additional 
multilateral assistance. Problems in the banking sector were exacerbated 

by increased political uncertainty early in 2001. As market confidence 
plummeted, interest rates rose to unprecedented levels. Faced with dwindling 
foreign reserves, the authorities were forced to abandon the quasi-fixed 
exchange rate and adopt a freely floating exchange rate in late February 2001. 
With Turkey’s economy in recession and government debt spiralling up, 

the IMF approved additional financial support of US$8 billion in May 2001. 
This additional support was provided as a result of significant progress 

on economic reform. It augmented the existing Stand-By Arrangement 

and brought the total amount of IMF financing to US$19.4 billion. Turkish 
authorities also held meetings with private sector creditors to encourage 

them to roll over Turkish debt obligations. Despite the additional assistance, 
Turkey’s economic and financial situation deteriorated in the aftermath of 
September 11. Negotiations began on a new Stand-By Arrangement, and a 
facility worth US$16.3 billion (including amounts undisbursed under 

previous arrangements) was approved in February 2002. 


In East Asia there was a sharp reduction in economic growth in 2001 
compared to 2000, with the information technology export-oriented 
economies the most adversely affected. Despite the slower growth and the 
negative impact of September 11, financial markets strengthened over the 
course of 2001. Stock markets recovered during the fourth quarter, and 
currencies remained stable despite the sharp weakening of the yen and the 
uncertainty caused by the Argentine debt default. However, corporate and 
financial sector restructuring in the region remained incomplete. Indonesia in 
particular appeared to fall behind in its reform objectives through the year. 
However, after a nine-month delay in disbursements, IMF lending resumed in 
September 2001 after the Indonesian government made firmer commitments 
to implement key reforms. 
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In Russia a large fiscal surplus and growing international reserves, along 

with announced contingency measures to contain spending, improved the 
government's ability to meet its debt obligations. As a result, Russia was 

able to start repaying its past IMF loans at an accelerated rate. Approximately 
US$3.9 billion was repaid to the IMF in 2001 and Russia’s total debt 
outstanding to the Fund fell to US$7.7 billion by year-end. 


IMF-Led Packages for Emerging Economies 


Contributions (in billions of US dollars) 
Donor Turkey Argentina 


IMF 25 22:9 
(% of quota) (2,050%) (800%) 


Type of program Supplemental Reserve Supplemental Reserve 
and approval date Facility (December 2000), Facility (December 2000), 
Three-Year Stand-By Three-Year Stand-By 
Arrangement Arrangement 
(February 2002)* (September 2001)** 


Other international 122 
financial institutions 


Total 26.5 22.0 


* A three-year Stand-By Arrangement worth US$4 billion was originally approved in 
December 1999 and was augmented by US$8 billion in May 2001. A Supplemental Reserve 
Facility worth US$7.4 billion was approved in December 2000. A new three-year Stand-By 
Arrangement worth US$16.3 billion, which included US$4.2 billion remaining under the previous 
Stand-By Arrangement as well as US$6.2 billion in Supplemental Reserve Facility repayments, 
was approved in February 2002. Net of these amounts, the new Stand-By Arrangement is 
worth US$5.9 billion. 


*“A three-year precautionary Stand-By Arrangement worth US$7.2 billion was approved in 
March 2000. The Stand-By Arrangement was activated and augmented by US$6.8 billion in 
December 2000, bringing the size of the program to US$14 billion, of which US$3 billion was 
in the form of a Supplemental Reserve Facility. The Stand-By Arrangement was further 
augmented by US$8 billion in September 2001. 
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Efforts to Promote International Financial Stability 


Strengthening Surveillance to Prevent Crises 


There is a consensus in the international community that more effective 
surveillance must be at the centre of the IMF's efforts to strengthen the world 
economy and the international financial architecture. In light of large-scale 
private capital flows, the IMF has shifted the nature and scope of its 
surveillance. Over the past three years the IMF has: 


e sharpened its focus on macroeconomic policy, capital flows and structural 
issues that have an impact on macroeconomic stability, particularly in the 
financial sector, and on exchange rates; 


e developed new analytical tools for assessing external and financial sector 
vulnerability that will help countries assess reserve adequacy, manage their 
reserves, and monitor and manage their debt so as to prevent crises; and 


¢ promoted greater transparency and the flow of information, for both 
member policies and the Fund’s own activities. 


Canada supports measures to enhance the transparency and accountability 
of the Fund’s own operations. The Fund had responded to the concerns 

of members regarding transparency by making available significantly more 
information on its activities. The Key initiatives include: 


e Publishing more information about IMF surveillance of members, including 
Public Information Notices (PINs), which provide background information on 
a member country’s economy and the IMF’s assessment of the country’s 
policies and prospects. PINs are issued at the country’s request following 
the conclusion of the Fund’s regular Article IV consultation with the country. 
Full Article IV staff reports are now published when the country concerned 
agrees. Canada’s most recent PIN and Article IV report can be found on the 
IMF Web site at http://www. imf.org/external/country/can/index.htm. An 
increasing number of countries have agreed to the publication of PINs. 


¢ Encouraging countries to publish the “mission statements” that are 
prepared at the time of the IMF’s annual Article IV consultations with 
member countries. Prior to the preparation of the staff’s report to the 
Executive Board, the IMF mission often provides the authorities with a 
statement of its preliminary findings at the conclusion of its discussions with 
them. A number of countries, including Canada, are now releasing these 
statements. Canada’s most recent mission statement can be found on the 
IMF Web site at http://www.imf.org/external/country/can/index.htm. 


e Releasing more information about countries’ IMF-supported programs and 
the Executive Board reviews of these programs. The Fund has adopted a 
policy establishing a presumption in favour of publication of Letters of Intent 
and other documents that underpin Fund-supported programs. 


REPORT ON OPERATIONS UNDER THE 


e Publishing staff papers on key policy issues and issuing PINs of the Board 
discussions of these papers. In addition, the Fund is increasingly posting 
draft papers on important policy issues on its Web site so that the views of 
civil society and other segments of the public can be taken into account. 

As well, more financial information is being released about the IMF, including 
the sources of financing for IMF lending (the quarterly financial 
transactions plan). 


e Providing the public with substantially expanded access to the Fund’s 
archival material. 


The Fund is also working to deepen its understanding of international capital 
markets and financial flows. In 2001 it established the International Capital 
Markets Department in order to enhance its ability to identify crisis symptoms 
early enough to address them effectively. The new department will also 
strengthen the Fund’s ability to help countries gain access to international 
capital markets, an important step in helping the poorest countries make 

a breakthrough in poverty reduction. 


A key lesson drawn from recent financial crises is the need for proper 
sequencing and pace of capital account liberalization. Countries with weak, 
underdeveloped or poorly regulated financial markets are highly vulnerable 
to the risks associated with open capital flows. In July 2001 the Fund had 

a preliminary discussion of some general principles which could be helpful 

to countries in sequencing and co-ordinating capital account liberalization, 
including the desirability in most cases of liberalizing long-term flows 
(particularly foreign direct investment) ahead of short-term flows. Discussions 
on this issue will continue, including through the Capital Markets Consultative 
Group, which was established in 2000 to promote a better dialogue 
between member countries and private investors and creditors. 


Implementation and Assessment of International Codes and Standards 


To help improve economic policy making and strengthen the international 
financial system, the international community has called upon the IMF and 
other standard-setting agencies to develop standards and codes covering 

a wide range of economic and financial areas. In this effort, the Fund is 
responsible for its core areas of expertise. For example, in 1998 the Fund 
adopted a Code of Good Practices on Fiscal Transparency to guide member 
countries in enhancing the accountability and credibility of fiscal policy. In 
1999 the Fund adopted a similar code with respect to monetary and financial 
policies. Other institutions, such as the World Bank, Organisation for 
Economic Co-operation and Development and Basle Committee, take 
responsibility for other areas, including insolvency regimes, corporate 
governance and banking supervision. 


The Financial Stability Forum has highlighted 12 codes and standards (in the 
areas Of macroeconomic policy and data transparency; corporate 
governance; and financial regulation and supervision) as key for sound 
financial systems and deserving priority implementation, depending on country 
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circumstances. Both the G-7 and Group of Twenty (G-20) have encouraged 
countries to articulate publicly their adoption of standards, announce 
their plans of action and participate in IMF-led assessment programs. 


Implementation is being encouraged among other things through the provision 
of targeted technical assistance, in accordance with countries’ domestic 
priorities and circumstances. The G-7 has welcomed the contribution of 

the IMF, World Bank and national authorities toward addressing resource 
constraints to implementing standards by providing advice and assistance, 
and called on the international financial institutions to catalogue and assess 
these technical resources and demands to ensure that support is 

channelled effectively. 


There is a general consensus that the IMF has a key co-ordinating role in 
assessing observance of codes and standards through its Reports on the 
Observance of Standards and Codes (ROSCs), as well as through the joint 
IMF-World Bank Financial Sector Assessment Program (FSAP). Recent 
developments regarding FSAPs are covered in the “Joint Issues” section. 


The Fund has developed a modular approach to ROSCs whereby 
comprehensive assessments of members’ adherence to a range of 
internationally recognized standards can be built up over time, standard by 
standard. ROSCs summarize the extent to which countries observe these 
standards, focusing primarily on the areas of direct operational concern to 
the IMF, such as data dissemination and fiscal transparency. ROSC modules 
for the financial sector are now being derived as a by-product of the FSAP 
process. Canada was the first country to publicly release as a ROSC the 
assessment of compliance with international standards conducted during 
its FSAP. Canada has undertaken ROSCs in the areas of banking and 
insurance supervision, fiscal policy transparency, monetary and financial 
policy transparency, payments systems and securities regulation. 

Canada’s ROSCs can be found on the IMF Web site at 
http://www.imf.org/external/np/rosc/rosc.asp#c. Overall, as of 

December 2001, 201 ROSC modules had been produced for 67 countries. 


The Financial Stability Forum 


The Financial Stability Forum was established in April 1999 to promote 
international financial stability through enhanced information exchange and 
international co-operation in financial market supervision and surveillance. 
The Forum is well placed to promote this objective as it regularly brings 
together senior officials from finance ministries, central banks and financial 
sector supervisory bodies from countries with significant financial centres, as 
well as representatives of the international supervisors, the Bank for 
International Settlements, the IMF and the World Bank. The Forum has the 
role of identifying gaps in the regulation of financial systems and developing 
solutions to address these vulnerabilities. 
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At its October 25, 2000, meeting in Montréal, the G-20 reiterated its belief 
that adherence to international codes and standards can reduce countries’ 
vulnerability to financial crises. A majority of G-20 members have now fulfilled 
their commitment, made at the inaugural meeting of G-20 ministers and 
governors in Berlin in December 1999, to undertake the completion of 
ROSCs and FSAPs. At their November 16-17, 2001, meeting in Ottawa, 

the G-20 countries reaffirmed their determination to promote the adoption of 
international standards and codes for transparency, macroeconomic policy, 
sound financial sector regulation and corporate governance. 


The Group of Twenty 


The Group of Twenty (G-20) was established in the fall of 1999 to ensure 
broader participation in discussions on international financial affairs among 
countries whose size or strategic importance gives them a particularly crucial 
role in the global economy. The G-20 consists of finance ministers and 
central bank governors from 19 industrialized and emerging market 
countries, as well as representatives from the European Union, the European 
Central Bank, and the IMF and the World Bank and their policy 
committees. Canada’s Minister of Finance, Paul Martin, was named the first 
chair of the G-20. 


Following the 1995 Halifax Summit the Fund initiated work on new data 
standards to better inform markets of financial and economic developments 
and to strengthen Fund surveillance. Countries that are capital market 
borrowers are now making comprehensive data available to the public on 

a timely basis under the IMF’s Special Data Dissemination Standard (SDDS) 
established in April 1996. Information on the statistical practices of members 
subscribing to the new standard is posted on the IMF’s Dissemination 
Standards Bulletin Board (DSBB) on the Internet (http://dsbb.imf.org/). 
Canada was one of the first countries to subscribe to the new standard, 
and information on Canada’s statistical practices is posted on the DSBB 

at http://dsbb.imf.org/country/cancats.htm. 


In 1999 the Fund strengthened the SDDS by requiring the disclosure 

of additional information on international reserves on a monthly basis, 

with weekly disclosure of key reserve assets to be encouraged. In July 1999 
Canada became one of the first countries to disseminate the additional data 
required by the expanded standard. Moreover, Canada releases key data 
on its international reserves on a weekly basis. In 2000 a new external debt 
category with quarterly data disclosure was incorporated into the standard. 
Subscribing countries have a three-year transition period, ending in 

March 2003, to implement the new data category. The Fund reviewed 
progress under the SDDS in July 2001 and approved the integration of a data 
quality assessment framework methodology into the structure of the data 
module of ROSCs. 
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Financial Sector Work 


The financial crises experienced by emerging market economies in recent 
years highlighted the critical importance of concerted action to strengthen 
the international financial system. In the past two years the Fund has 
developed a comprehensive approach to promoting the stability of members’ 
domestic financial sectors as an element of efforts to safeguard the stability 
of the international system (the main developments in this area are covered in 
the “Joint Issues” section). 


After September 11, 2001, an action plan was formulated by the Fund to 
intensify its contribution to global efforts to combat money laundering and 
the financing of terrorism. At its November meeting in Ottawa, the 
International Monetary and Financial Committee endorsed the Fund’s action 
plan to intensify its involvement in this area, consistent with its mandate 

and expertise. The Fund will: 


e extend its involvement beyond money laundering to efforts aimed 
at countering terrorist financing; 


¢ expand its anti-money laundering work, including through FSAPs, to cover 
legal and institutional frameworks; 


e accelerate its program of offshore financial centres, and undertake onshore 
assessments in the context of the FSAP; 


e help countries identify gaps in their anti-money laundering and anti-terrorist 
financing regimes in the context of Article IV voluntary questionnaires; 


e enhance its collaboration with the Financial Action Task Force to develop 
a mutually acceptable global standard on anti-money laundering; and 


e intensify its provision of technical assistance to enable members to 
implement the agreed international standards and extend it to include help 
for the creation of financial intelligence units (FlUs). 


Moreover, the International Monetary and Financial Committee called 
for further international action to combat the financing of terrorism and 
urged all countries to take measures as soon as possible, preferably by 
February 1, 2002, on: 


e establishment of FiUs to receive and process reports of suspicious 
transactions from the financial sector, and to monitor and analyze 
Suspected terrorist funds; 


© provisions to ensure the sharing of information and co-operation between 
national FilUs; and 

¢ deployment of technical assistance through support provided either 
bilaterally or through an international trust fund. 


An interim report will be made to the International Monetary and Financial 
Committee in April 2002 on progress in the implementation of the Fund’s 
action plan. The Fund will undertake a full review of its work in this area in 
time for the next Annual Meetings in the fall of 2002. 
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Private Sector Involvement in Crisis Prevention and Resolution 


Ensuring that private investors are appropriately engaged in the prevention 
and resolution of international financial crises is generally agreed to be a 
critical aspect of ongoing initiatives to strengthen the international financial 
architecture. Indeed, an approach where the official sector finances the 
massive outflow of capital characteristic of recent crises is neither sustainable, 
given that the scale of private capital flows dwarfs the resources of the official 
sector, nor desirable, as it serves to distort the assessment of risk and 

return in international capital markets. 


Canada has been a strong advocate of the important role the IMF should 

play in establishing an operational framework for improved private sector 
involvement in crisis management. This reflects the IMF’s position at the centre 
of the international financial system and, more importantly, its ability to help 
facilitate a more orderly and co-operative resolution of international 

payment problems. 


The IMF has made encouraging progress over the past year on this issue. 

The most notable development was the proposal by IMF management in 
November 2001 for a sovereign debt restructuring mechanism, which would 
be analogous to domestic bankruptcy regimes. This is clearly a welcome 
initiative, and it will be studied further in 2002. However, establishing a formal 
bankruptcy mechanism will take time. In the interim, steps must be taken to 
improve the existing approach to crisis management. Canada attaches priority 
to strengthening the crisis management framework in the short term by 
establishing credible limits to official financing, for all but exceptional cases; 
and developing clearer guidelines for standstills and lending into arrears. 


Focusing Conditionality and Fostering Ownership 


An important feature of IMF arrangements is the “conditionality” that 
borrowing countries undertake to correct their underlying balance of payments 
problems and to restore their ability to repay the Fund. Over time conditionality 
has broadened in scope and become more complex, leading to concerns 
about its impact and effectiveness. In the fall of 2000 the Fund’s Managing 
Director proposed ways to streamline and focus Fund conditionality. Critical 
elements of the strategy include a sharper focus on factors that are relevant 

to a country’s macroeconomic and financial stability. Where structural reforms 
that are critical to a program’s success lie outside the Fund’s core areas, the 
Fund should work with the World Bank and other international financial 
institutions, which have a comparative advantage in the design and monitoring 
of these measures. The overall objective is to enhance the success and 
effectiveness of conditionality without weakening it. 


The initial limited experience with streamlining is encouraging — structural 
measures in recent programs appear to be more prioritized and focused on 
the Fund’s core areas of responsibility. For low-income countries, collaboration 
with the World Bank has been much improved through the Poverty Reduction 
Strategy Paper process. In November 2001 the Fund discussed how to 
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ensure that conditionality in Fund-supported programs be designed 

and applied in a way that reinforces national ownership and sustained 
implementation of country economic reforms. Ownership depends on both 
the content of the program and the process by which the program is 
negotiated. In this regard, there was a consensus that early involvement 

of country authorities in the design of a program is important, and that the 
process should encourage the authorities to consider various 

policy alternatives. 


In early 2002 the Fund reviewed the modalities by which Fund financing 

is linked to policies, including the scope for basing conditionality on the 
achievement of specified outcomes, or results, rather than on specified 
policy actions. The discussion also examined the role of specific tools used 
to monitor the implementation of Fund-supported programs, such as prior 
actions, waivers and program reviews. Following a discussion of the lessons 
distilled from the review of conditionality, the Fund will formulate proposals 
before the 2002 Annual Meetings on new conditionality guidelines. 


Reform of IMF Facilities 


The IMF reformed its non-concessional lending facilities in 2000 to better 
reflect the changing nature of the global economy, ensure more effective use 
of IMF resources and shift the focus of Fund lending toward crisis prevention. 
In November 2000 agreement was reached on a streamlined structure of 
lending facilities that aims to encourage countries to seek private sources of 
capital and discourage excessively long or large use of IMF resources. The 
key changes are: 


e The Contingent Credit Lines facility, which was established in 1999 to 
provide members that meet strict eligibility criteria with a precautionary 
line of defence against external contagion, and which has not been used, 
was enhanced by making resources more readily available. The interest 
rate charged has been reduced by halving the initial surcharge over the 
standard rate of charge to 150 basis points and reducing the commitment 
fee that applies to larger Fund arrangements. In addition, monitoring under 
the Contingent Credit Lines will be less intensive than under other 
arrangements. 

e The terms of Stand-By Arrangements (the Fund's core lending instrument 
to address temporary payments imbalances) and the Extended Fund 
Facility (the Fund’s facility for protracted balance of payments problems) 
have been adapted to encourage countries to avoid reliance on Fund 
resources for unduly long periods or in unduly large amounts. 

e The problem of unduly long use of Fund resources will be addressed 
through the introduction of schedules of early repurchase expectations, 
under which members able to repay before the final maturities of their 
loans will be expected to do so. 


e Interest surcharges have been added for the use of Fund resources 
above high levels of credit outstanding (i.e. above 200 per cent of quota) 
to discourage unduly large access. 
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e Use of the Extended Fund Facility will be confined to those cases where 
there is a reasonable expectation that a member’s balance of payments 
difficulties will be relatively long-term, including because it has limited 
access to capital markets. In contrast to recent practice, the strength of 
the structural reform effort per se will not be considered sufficient reason for 
use of Extended Fund Facility resources. It is expected that the Extended 
Fund Facility would be especially appropriate for graduating Poverty 
Reduction and Growth Facility low-income countries and some transition 
economies that do not have access to capital markets. 


¢ To provide additional safeguards for Fund resources, and to help ensure 
that the achievements of arrangements are preserved, it has been 
agreed there should be more formal post-program monitoring by the 
IMF of economic developments and policies following the expiration of 
arrangements. A presumption of more formal post-program monitoring 
would apply for members with substantial credit outstanding at the end 
of an arrangement. 


In the period ahead it will be important that the Fund monitor its lending to 
ensure that the new streamlined structure of lending facilities leads to a more 
efficient use of resources and that it contributes to crisis prevention. 


Safeguarding IMF Resources 


In 2000 the Fund adopted a multi-faceted approach to strengthening the 
safeguards on the use of IMF resources. Central banks of member countries 
making use of Fund resources will have to publish annual financial statements, 
independently audited in accordance with internationally accepted audit 
standards. If vulnerabilities are identified in a country’s ability to manage its 
resources, including IMF resources, IMF staff will propose remedies, including 
measures to be implemented before further disbursements of IMF funds. 

In 2002 the Fund will consider the experience with, and next steps for, the 
safeguard assessments of central banks. 


Strengthening Governance and Accountability 


Better information on the activities of the IMF contributes to greater public 
understanding of the institution. In addition to supporting measures to 
enhance the transparency and accountability of the IMF, one of Canada’s 
priorities is the promotion of good governance. The Fund adopted guidelines 
in 1997 on its role in issues of governance and is more actively emphasizing 
the links between poor governance and weak economic performance. 

In February 2001 the Fund reviewed its experience in governance issues 
and concluded that the guidelines remained appropriate. 


With respect to transparency and accountability, in the past year the IMF: 


e Announced the initial work program of the Independent Evaluation 
Office (IEO), which had been established in April 2000 to undertake 
objective assessments of the IMF’s operations, policies and programs. 
The IEO operates independently of IMF management and at arm’s 
length from the Fund’s Executive Board. 
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— The work program was developed following extensive consultations with 
government authorities, non-governmental organizations (NGOs), 
members of the academic community and representatives of the financial 
sector, as well as the staff, management and Executive Board of the IMF. 


— The first three projects, to be completed over the next year, will consist 
of: (1) an examination of fiscal adjustment in IMF-supported programs in 
a select group of low- and middle-income countries; (2) an evaluation 
of the role of the IMF in three recent capital account crisis cases (Brazil, 
Indonesia and Korea); and (8) an investigation of the IMF’s role in those 
countries that have been repeat users of Fund financial resources. 


— The IEO intends to consult extensively with external stakeholders in 
deriving the detailed terms of reference for each study and give them 
further opportunities to comment when the completed evaluation 
reports are made public. 


e Itis also important that the IMF decision-making structure remain 
accountable. The key challenge is to make IMF quotas more reflective of 
developments in the world economy and to ensure that Fund governance 
arrangements are representative of the membership. In the past year the 
Fund reviewed the formulas that are used to help determine members’ 
quotas, as well as the structure and content of possible alternative 
formulas. The Fund will give further consideration to the quota formula 
issue in 2002 and examine the issues for a potential quota increase as 
part of the next (twelfth) general review of quotas, which is scheduled to 
be completed by January 30, 2003. 


Technical Assistance 


In addition to its policy advice and financing, the IMF provides technical 
assistance to member countries in its areas of expertise — including 
macroeconomic policy, monetary and foreign exchange policy and systems, 
fiscal policy management, external debt and macroeconomic statistics. 
The main objective of technical assistance is to Support members’ efforts 
to strengthen their capacity — both human and institutional resources — 

to formulate and implement sound policies. Technical assistance also helps 
countries design appropriate macroeconomic and structural reforms, taking 
into account the lessons learned by other countries in addressing similar 
economic policy concerns. More recently it has been agreed that technical 
assistance should play a central role in supporting the work of the IMF in 
crisis prevention and management, in capacity building in low-income and 
transition countries, and in restoring macroeconomic stability in countries 

in the wake of crises. 


Since the demand for IMF technical assistance normally exceeds the 
resources available, the IMF takes a number of considerations into account in 
setting priorities for country requests. These considerations were revised in 
2001, and new guidelines, in the form of “filters,” were approved. Under the 
revised guidelines, priorities for technical assistance will be set in accordance 
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with the IMF’s core areas of specialization, its main program areas and its key 
policy initiatives, which will enable a more systematic alignment of resource 
commitments with institutional priorities. 


As technical assistance projects have grown both larger and more 

complex, multiple sources of financing have been needed to underwrite costs. 
Large projects now commonly involve the IMF and multilateral agencies, 

such as the United Nations and the World Bank, as well as bilateral donors, 
including Canada. Canada’s technical assistance collaboration with the IMF 

in the financial sector area in the Caribbean region is covered in the 

“Joint Issues” section. 


The Special Drawing Right 


m The special drawing right (SDR) is an international reserve asset created by 
the IMF and allocated periodically to its members as a supplement to their 
foreign currency and gold reserves. 


m A general SDR allocation requires a determination by the IMF Board of 
Governors that there is a long-term global need to supplement existing 
reserve assets. 


m SDRs were first allocated to members in 1970. There have been two other 
general allocations, the most recent undertaken in 1981. The outstanding 
stock of SDRs currently totals SDR 21.4 billion. 


m In September 1997 IMF Governors approved a special one-time allocation 
of SDR 21.4 billion, which will ensure that all members receive an equitable 
share of cumulative SDR allocations (the amendment to ratify the allocation 
has not yet been accepted by a sufficient majority of members). 

m Canada has received allocations totalling SDR 779.3 million. Following 


the special one-time allocation, Canada’s allocations will increase to 
SDR 1,266.5 million. 


Consideration of an SDR Allocation 


The Fund’s Articles of Agreement require that every five years the Fund 
consult the membership on whether or not there is broad support for a 
general SDR allocation based on the long-term global need to supplement 
existing international reserves. The Fund’s Executive Board reviewed 

the issue in December 2001. Although there was substantial interest in 
considering the usefulness and implications of a general SDR allocation for the 
period 2002-06, there was not sufficiently broad support to make a specific 
proposal. While, at the time, the near-term outlook for the world economy was 
uncertain and could have been viewed as suggestive of the need for an SDR 
allocation, global growth was expected to pick up over the course of 2002 
and balance of payments difficulties and their financing were anticipated to be 
much less acute than was the case at the time of the decision. In the majority 
view, the longer-term outlook did not provide strong evidence of a need 

to supplement global liquidity. 
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Also at the December discussion, most Executive Directors expressed 
concern about the delay in implementing the Fourth Amendment of the 
Articles of Agreement, providing for a special one-time allocation of SDRs, 
which had been approved by the Board of Governors in 1997. They 
strongly encouraged members that had not done so to ratify the Fourth 
Amendment as soon as possible. Canada ratified the amendment in 1998. 


How to Access Information at the IMF 


A vast array of Fund information — including fact sheets, press releases, 
speeches, the /JMF Survey, annual reports, world economic outlooks, staff 
country reports and working papers — is available on the Fund’s Web site at 
http://www.imf.org/. In addition, the IMF’s Publications Services provides a 
wide variety of Fund documents on the policies and operations of the IMF, as 
well as world financial and economic developments: 

IMF annual reports 

World Economic Outlook 

Global Financial Stability Report 

IMF staff country reports 

International Financial Statistics 

Annual Report on Exchange Arrangements and Exchange Restrictions 
press releases 

IMF Survey 


Publications Services is located at 700 — 19th Street N.W., Washington, 
DC 20431, USA. Phone: (202) 623-7430; fax: (202) 623-7201. Internet 
e-mail address: publications@imf.org. 


Poverty Reduction and Debt Relief 


Canada places a high priority on reducing poverty and ensuring that debt 
relief does indeed go to this purpose. Although the World Bank is the central 
institution for poverty reduction, macroeconomic stability - a key condition 

for achieving poverty reduction and growth — is the responsibility of the IMF. 

In conjunction with the enhanced debt reduction scheme for heavily indebted 
poor countries, and as part of its contribution to the global anti-poverty effort, 
the IMF replaced its concessional facility, the Enhanced Structural Adjustment 
Facility, with the more focused Poverty Reduction and Growth Facility in 1999. 
As a consequence, direct anti-poverty measures are playing a central role in 
programs supported by the IMF, World Bank and other lenders. Programs 
supported by the Poverty Reduction and Growth Facility (and the World 
Bank’s concessional window — the International Development Association) are 
consistent with a comprehensive, nationally owned Poverty Reduction 
Strategy Paper prepared by the borrowing country and based on a process 
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involving the participation of civil society, NGOs, donors and international 
institutions. The Fund’s role in this area is covered more extensively in the 
“World Bank” and “Joint Issues” sections. 


Lending Developments in 2001 


A core activity of the Fund is to provide short- and medium-term financial 
assistance to members faced with balance of payments difficulties. The 
Objective is to enable countries facing such difficulties to correct temporary 
payments imbalances with a minimum of disruption to the international 
monetary system. The provision of financing from the IMF, as well as 

the additional financing that an arrangement with the Fund often 

attracts from other sources, enables countries to undertake smoother 
economic adjustment. 


At the end of 2001 the IMF had lending arrangements worth SDR 57.8 billion 
in place for 55 member countries (See Annex 1). Drawings under lending 
commitments more than tripled in 2001 to SDR 24.6 billion. The increase in 
lending reflected the sharp slowdown in growth in almost all regions of the 
world, accompanied by a decline in trade growth, lower commodity prices 
and deteriorating financing conditions in emerging markets. The bulk of the 
non-concessional lending took place under Stand-By Arrangements, in line 
with the restructuring of the IMF’s lending facilities in 2000 to confine use 

of the Extended Fund Facility to cases of longer-term balance of payments 
difficulties. Turkey, Argentina and Brazil received the largest disbursements, 
some of which were financed through the Supplemental Reserve Facility, 

the Fund’s short-term lending facility that addresses crisis situations. There 
was an increase in net credit extended in 2001, as purchases exceeded 
repurchases (repayments). Korea and Russia, which had drawn large amounts 
during past financial crises, made large repayments. 


Table 1 
IMF Resource Flows 
2000 2001 
(in SDR billions) 
Total purchases rave 24.6 
Of which: 
Stand-By Arrangements 5.3 23.0 
Extended Fund Facility 1.3 Oni 
Compensatory Financing Facility 0.0 0.0 
Poverty Reduction and Growth Facility 0;5 0.9 
Other On 0.0 
Total repurchases eps} 14.1 


Net repurchases -8.1 10:5 


BRETTON Woops AND RELATED AGREEMENTS ACT — 2001 


Lending increased slightly under the IMF’s concessional facility, the 
Poverty Reduction and Growth Facility. No drawings were made under the 
Compensatory Financing Facility, one of the Fund’s other special-purpose 
facilities, which was streamlined and rationalized in early 2000. 


Managing Canada’s Interests at the IMF 


The Minister of Finance is Canada’s Governor at the IMF and is responsible 
for the management of Canadian interests at the Fund. The Minister 
exercises influence on IMF issues through Canada’s Executive Director at 
the Fund's Executive Board, interventions at the spring and fall meetings of 
the International Monetary and Financial Committee, his plenary speech at 
the IMF and World Bank Annual Meetings, and periodic meetings with the 
Managing Director of the Fund (the Minister’s speeches are available on the 
Department of Finance Web site at http://www.fin.gc.ca/). The Governor 
of the Bank of Canada is Canada’s Alternate Governor of the IMF. The 
Governor also attends the Fund’s spring and fall meetings. 


The management of Canada’s interests in the ongoing work of the IMF 

is the responsibility of the Executive Director, lan E. Bennett, Canada’s 
representative on the Executive Board. He is one of 24 Executive Directors. 
In addition to Canada, he represents 11 other countries (Ireland and 

10 Caribbean countries), which form a constituency at the Executive Board. 
Of the 24 members of the current Executive Board, 12 are from developing 
or transition countries and 12 from industrialized countries. As the main 
decision-making body of the Fund, the Board normally meets three times 

a week. 


The Department of Finance co-ordinates Canadian policy advice on IMF 
issues and Canada’s operational interests in the IMF. The Bank of Canada also 
works closely with the Department of Finance in providing advice on issues 

of interest to Canada’s Executive Director. Other involved government 
organizations include the Department of Foreign Affairs and International Trade 
and the Canadian International Development Agency. Within the Department 
of Finance, the International Trade and Finance Branch is responsible for 
conducting analyses and preparing advice on the policy issues and specific 
country programs that are brought before the Executive Board. The 
Department and Canada’s Executive Director’s office also work closely with 
Canada’s World Bank Executive Director’s office and meet frequently 

with Canadian NGOs. 


Parliament is informed of the activities and operations of the Bretton Woods 
institutions through the tabling of the annual report on their operations, 

the communiqués of the International Monetary and Financial Committee and 
the Development Committee, and appearances of the Canadian Executive 
Directors and departmental officials before parliamentary committees. 
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Canada’s Voting Record 


Since most decisions at the Fund are taken on a consensus basis, formal 
votes by Governors and the Executive Board are rare. Canada attempts to 
influence the development of Fund policy proposals before they are brought 
to the Board (often through the circulation of memoranda outlining Canadian 
positions) or to influence other members in the course of Board discussions. 
But in 2001 Canada voted against an increase in the remuneration of IMF 
Executive Directors and in IMF staff salaries. 


Canada’s Office at the IMF 


In addition to the Executive Director, Canada’s office is staffed by two 
Canadian advisors and a technical assistant. Ireland staffs the Alternate 
Director’s position and the Caribbean countries staff a third advisor’s position. 


The primary responsibility of the Executive Director’s Office is to represent the 
interests of Canada and the other members of the constituency at the Fund’s 
Executive Board. The office participates in the Board’s discussions of a wide 
variety of policy, operational and administrative matters, including surveillance 
issues and country assistance requests and reviews. 


Members of the Executive Director’s Office 


Executive Director lan E. Bennett 
lrish Alternate Executive Director Nicolas O’Murchu 
Canadian Advisor Paul Fenton 
Caribbean Advisor Peter Whitehall 
Canadian Advisor Frank Vermaeten 
Canadian Assistant Chris Faircloth 
Administrative Assistant Monique Chagnon 


Administrative Assistant Catherine Byrne 


Administrative Assistant Liz Craib 


Phone/fax (202) 623-7778/(202) 623-4712 


Address 11-112, 700 — 19th Street N.W., 
Washington, DC 20431, USA 
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Canada’s Financial Participation 


Canada’s financial participation in the IMF consists primarily of its quota 
subscription. Canada’s quota following the increase associated with the 
Eleventh Review is SDR 6,369.2 million, or about 3 per cent of total quotas. 
Canada’s quota subscription is a government asset, which is made available 
to the Fund partly in Canadian dollars and partly in reserve currencies, such 
as US dollars or SDRs. These latter non-Canadian dollar amounts continue 
to be part of Canada’s foreign exchange reserves. As an asset, Canada’s 
quota subscription is not recorded as an expenditure item in the budget of 
the Canadian government. 


Only a tiny portion of the Canadian dollar part of its subscription is actually 
held in cash by the IMF. The balance is held by the Bank of Canada in the 
form of demand notes, which are available to the Fund in the event it needs 
to draw upon additional resources. Canada earns interest on its quota 
subscription when the Canadian dollar is used in Fund lending operations, 
i.e. is drawn by other member countries. In 2001 Canada received 

SDR 60.5 million on its net creditor position in the IMF. The net income from 
Canada’s net creditor position with the Fund is paid into the Government of 
Canada’s Exchange Fund Account, adding to the foreign exchange reserves. 


Table 2 
Canada’s Financial Position in the IMF 


December 31, 2001 December 31, 2000 
(in SDR millions) 


Quota 6,369.2 6,369.2 
Fund holdings of Canadian dollars 4,090.8" 4,443.4" 
Reserve position in the Fund se tian 1,925.87 


*|n accordance with Fund regulations, at least 0.25 per cent of Canada’s quota is held by the IMF 
in a Canadian dollar cash deposit at the Bank of Canada. The Fund’s remaining Canadian dollar 
holdings are in the form of non-interest-bearing demand notes, also kept by the Bank of Canada. 


“This is the amount Canada is entitled to draw on demand from the IMF for balance of payments 
purposes. Canada’s reserve position in the Fund is the result of the portion of Canada’s quota 
subscription made available to the Fund over time in reserve currencies, the use of the Canadian 
dollar in Fund financial transactions with other members, and loans to the IMF under borrowing 
arrangements such as the General Arrangements to Borrow (GAB) and New Arrangements to 
Borrow (NAB). As the name suggests, Canada’s reserve position in the Fund is a part of Canada’s 
Official foreign exchange reserves. 
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At the end of the year Canada’s holdings of SDRs amounted to SDR 
489.0 million, or 62.7 per cent of Canada’s cumulative allocation of SDRs. 
In 2001 Canada held SDRs in an amount below its allocation, and so paid 
net interest of SDR12.3 million.2 


Last year, in line with earlier commitments, Canada made further contributions 
to the IMF’s Poverty Reduction and Growth Facility, formerly the Enhanced 
Structural Adjustment Facility. The facility provides financial support on 
concessional terms to low-income countries facing protracted balance of 
payments problems. Canada’s total commitment to the Poverty Reduction 
and Growth Facility is a loan of SDR 700 million and a grant of approximately 
SDR 190 million. At the end of 2001 loan payments under these 
arrangements totalled SDR 549.1 million of the SDR 700 million, and subsidy 
contributions equalled SDR 168.9 million of the SDR 190 million. In 2001 
Canada received SDR 9.3 million in interest earned on loans to the Poverty 
Reduction and Growth Facility. 


Further, Canada is a participant in a financing arrangement established 

to supplement the Fund’s regular resources in the event of financial crises, 
the NAB, which was not activated in 2001 (see box below). Canada is also a 
participant in the GAB, an earlier credit arrangement established by the G-10. 
Canada’s GAB commitment is the equivalent of SDR 892.5 million. This line 
of credit was not used in 2001. 


New Arrangements to Borrow 


The following are the main features of the NAB, which came into force in 1998: 


m Participating countries will make loans to the IMF when supplementary 
resources are needed to forestall or cope with an impairment of the 
international monetary system, or deal with an exceptional situation that 
poses a threat to the stability of the system. 


Twenty-five countries have agreed to lend up to SDR 34 billion (about 
C$68 billion) to the Fund in the case of financial emergencies. 


Canada’s share in the arrangement is 4.1 per cent, in the form of a 
commitment to provide non-budgetary loans to the IMF from its international 
reserves. 


The NAB does not replace the GAB, which remains in force. However, the 
NAB will be the first and principal recourse of the IMF if supplementary 
resources are needed. 


2 When a member’s holdings of SDRs is greater (lesser) than its cumulative allocation, 
that member (the Fund) receives interest on the difference. 
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Challenges Ahead 


A key challenge for the Fund is to ensure that its mission meets the needs 
of an increasingly integrated global economic system. The evolution of the 
Fund's place in the international financial system must continue to reflect 
changes in the world economy. In particular, there is a need to assess the 
role of the Fund in a world of large-scale private capital flows. To meet 
these challenges: 


The Fund should continue to work in partnership with the World Bank and 
other global institutions to help countries adopt the policies that will enable 
them to benefit from globalization. The Fund is well placed to help ensure 
that the benefits of globalization are as widely shared as possible. 


The Fund also needs to continue its efforts to ensure appropriate private 
sector involvement in the prevention and resolution of crises. Further work 
with the international community is required to implement an operational 
framework for improved private sector involvement in crisis management, 
including through a new approach to sovereign debt restructuring. 


The Fund should work to make IMF quotas more reflective of developments 
in the world economy and ensure that Fund governance arrangements 
are representative. 
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WORLD BANK 


Membership in the World Bank (the Bank) affords Canada an important voice 
on key development issues in the world’s premier multilateral development 
institution. With 183 members,? and loans and credits outstanding to 

140 developing and transition member countries in fiscal year (FY) 20014 
totalling US$205 billion, the Bank has a far-reaching impact on global 
development and poverty reduction. It provides policy advice and financial 
support crucial to improving borrowing members’ longer-term development 
and poverty reduction prospects. It also assists members by providing 
concessional assistance and improved access to world financial markets 

for development purposes. 


Canada’s capital share of about 3 per cent gives it a seat on the Bank’s 
Executive Board and on the Development Committee of the Boards of 
Governors of the Bank and the IMF. Canada has the opportunity at the 
Executive Board, in dialogue with Bank staff, and at the Annual Meetings of 
the Board of Governors (and the Development Committee) to provide direct 
input into the formulation of Bank policies and operational decisions. Canada 
and other shareholders help to guide the Bank in improving developing 
countries’ economic, social and environmental performance. Through its 
engagement with the Bank, Canada’s influence in developing countries can 
be leveraged beyond what can be achieved through bilateral programs. For 
example, Canada has played a leading role in the Bank’s discussion of the 
implementation of the heavily indebted poor country (HIPC) debt relief 
initiative. In the context of the effort to combat the financing of terrorism after 
September 11, 2001, Canada has helped shape the Bank’s efforts to 
strengthen monitoring in developing country financial institutions, including 
increased Bank technical assistance to these countries. Canada has also 
been involved in shaping the Bank’s approach to post-conflict reconstruction 
in Afghanistan. 


Bank membership also provides the Canadian government with access to the 
institution’s research and policy work, which enriches our own understanding 
of international development. The Canadian International Development 
Agency (CIDA), for example, is able to draw on Bank analytic and technical 
expertise in order to gain a more comprehensive understanding of the social 
and economic policy environments that are conducive to effective aid delivery. 
Finally, Canada’s membership allows Canadian companies and individuals 
substantial procurement opportunities — in 2001 they provided goods and 
services worth US$120 million under Bank-financed contracts. 


3 The Federal Republic of Yugoslavia joined the World Bank on May 8, 2001, becoming 
the institution’s 183 member. 


4 The Bank’s fiscal year begins on July 1 and ends June 30 the following calendar year. 
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Overview of Operations in 2001 


In FY 2001 the World Bank committed loans and credits of US$17.3 billion 
to 85 developing and transition countries (see Annex 2). While higher than 
the US$15.3 billion for FY 2000, this amount was considerably below average 
annual commitments during the 1990s. Most of the decline in lending can be 
attributed to lower demand from emerging market economies for 
non-concessional financing through the International Bank for Reconstruction 
and Development (IBRD), the Bank’s non-concessional financing arm. The 
IBRD committed US$10.5 billion in new loans in FY 2001, slightly below the 
US$10.9 billion committed in FY 2000 and significantly below amounts 
committed annually over the past 10 years. World Bank concessional lending 
through the International Development Association (IDA) increased to 

US$6.8 billion in FY 2001, compared to US$4.4 billion in FY 2000. IDA 
commitments in FY 2001 marked a return to levels of IDA lending consistent 
with commitments during the 1990s. 


Geographic and Sectoral Focus of Lending 


New IBRD lending commitments in FY 2001 were highest in the Latin 
America/Caribbean region at US$4.8 billion, or 46 per cent of its financing, 
where some emerging market economies continued to borrow substantial 
sums. Three large borrowers accounted for the bulk of IBRD financing 

to the region: Mexico (US$2 billion), Brazil (US$1.7 billion) and Argentina 
(US$440 million). The next largest area of concentration was the 
Europe/Central Asia region, where the institution committed US$2.2 billion, 
or 21 per cent of its financing. Turkey accounted for roughly US$1 billion of 
this amount. The South Asia region accounted for over US$2 billion, or 

19 per cent of new IBRD commitments, all of which was committed to India, 
which was the IBRD’s largest client in FY 2001. The East Asia/Pacific region 
accounted for US$1.1 billion, or 11 per cent, of new IBRD lending. China 
was the IBRD’s largest client in this region in FY 2001, with new commitments 
totalling US$790 million. 


In FY 2001 IDA lending increased in all geographic areas apart from the 
Middle East/North Africa region, which represented only 2 per cent of IDA 
commitments. IDA lending to Africa reached the indicative target of 

50 per cent of total new IDA commitments set by donors during the 
negotiations for the 12" IDA replenishment (See box on page 42). Regional 
lending in response to the HIV/AIDS pandemic, renewed lending to Ethiopia 
and Nigeria, and support for post-conflict reconstruction boosted IDA 
financing to the region. The South Asia and East Asia/Pacific regions 
accounted for 18 per cent and 15 per cent respectively of total IDA lending. 
The Europe/Central Asia and Latin America/Caribbean regions together 
accounted for 15 per cent of new loans. Ethiopia was the largest IDA 
borrower in FY 2001 (US$667 million), followed by Vietnam (US$629 million), 
India (US$520 million), Kenya (US$350 million) and Bangladesh (US$280 million). 
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The Bank’s strong commitment to investing in people is reflected in the 
sectoral breakdown of both IBRD and IDA lending operations. Support for 
social sector investments, in particular, remains a high priority for both IBRD 
and IDA operations. The education, health/nutrition/population and social 
protection operations accounted for 25 per cent of total World Bank lending 
in FY 2001, compared to 21 per cent in FY 2000. Such human development 
projects accounted for 21 per cent and 32 per cent respectively of IBRD and 
IDA lending in FY 2001. Conversely, the share of oil and gas, mining, and 
electric power and other energy projects has fallen from an average of 

17 per cent of overall World Bank lending over the FY 1992-97 period to 

5.4 per cent in FY 2001, reflecting the increased activity of other lenders in the 
resource and power sectors. The decline in resource lending also reflects a 
broader trend in Bank lending away from large projects to smaller operations 
in support of institution building and human development. 


Deferred Drawdown Option Introduced 


A substantial decline in demand from middle-income countries for IBRD 
financing after the East Asian financial crisis had subsided prompted Bank 
management to review the institution’s responsiveness to middle-income 
country borrowers. The review resulted in the introduction by the Bank in 
2001 of a “deferred drawdown” contingency financing option as a risk 
management tool for countries nearing IBRD graduation and enjoying good, 
yet uneven, access to financial markets. The option allows for a deferral of 
the disbursement of a loan for up to three years to help borrowers maintain 
ongoing structural and social investment programs if market borrowing 
should become difficult. 


Non-Lending Operations 


In FY 2001 the Bank continued its strong focus on non-lending services in 
order to enhance the developmental effectiveness of its operations. The Bank 
provides a wide range of advisory, analytical, training and knowledge-related 
services in support of building domestic capacities. Through its non-lending 
activities, the Bank provides valuable policy advice that can bolster the 
effectiveness of its investment and adjustment lending. 
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How the World Bank Group Works 


The World Bank Group is made up of four complementary but distinct 
entities: the International Bank for Reconstruction and Development (IBRD), 
the International Development Association (IDA), the Multilateral Investment 
Guarantee Agency (MIGA) and the International Finance Corporation (IFC). 


The IBRD and IDA (together commonly known as the World Bank) provide 
funding for investment projects and for adjustment — or economic and sector 
reform — operations. The IBRD lends on commercial terms (charging an 
interest rate that is slightly above its own borrowing costs) to better-off 
borrowing members, while IDA provides 35- and 40-year interest-free credits 
to the poorest borrowers. IDA is the largest source of development finance 
for the world’s poorest countries. The IBRD raises its funds primarily on 
international markets on the strength of its triple-A credit rating. In effect, the 
IBRD on-lends to borrowing countries at a rate of interest much lower than 
that which they could secure on their own borrowings. IDA, on the other 
hand, is independent of the IBRD and receives grant funding from donors, 
loan repayments and allocations from IBRD net income. As of June 2001 
outstanding IBRD loans and IDA credits amounted to US$118.9 billion and 
US$86.6 billion, respectively. 


The IFC supplements the activities of the IBRD and IDA by undertaking 
investments on commercial terms in productive private sector enterprises. 
The IFC provides such services as direct private sector loans, equity 
investments, resource mobilization and technical assistance. As of 
June 2001 the total outstanding loans and equity investment of the IFC were 
equivalent to US$11 billion. MIGA’s mandate complements that of the IFC: 
it promotes private foreign direct investment in developing countries, 
primarily by providing insurance against non-commercial risk, such as the 
risk of Currency inconvertibility during civil conflict. MIGA’s outstanding 
portfolio as of June 2001 amounted to US$5.2 billion. 


Each of the 183 shareholders has a seat on the Board of Governors of the 
World Bank. Most decisions on policy, operational and administrative issues, 
however, have been delegated to the 24-member Executive Board. 
Membership on the Executive Board is evenly split between developed and 
developing countries. Given the Bank Executive Board’s constituency 
representation system, the Executive Director for Canada also represents 
Antigua and Barbuda, the Bahamas, Barbados, Belize, Dominica, Grenada, 
Guyana, Ireland, Jamaica, Saint Kitts and Nevis, Saint Lucia, and Saint 
Vincent and the Grenadines. 
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Strengthening the World Bank’s 
Poverty Reduction Focus 


Global Economic Slowdown 


FY 2001 proved to be a challenging year for many of the Bank’s clients. 

The global economy decelerated following a slowdown in the US economy 
in mid-2000. Growth in many developing countries slowed as investment 
contracted in East Asian economies and the effects of the US downturn 
rippled through Mexico and the rest of Latin America. Weak European and 
Japanese demand, slumping commodity prices and a sharp contraction in 
the growth of trade reduced growth in virtually all areas of the developing 
world. This situation was exacerbated by the terrorist attacks of 

September 11, 2001. Poverty expanded as developing countries faced falling 
export income, higher export transportation and insurance costs, increasing 
borrowing costs, declining tourism revenues and, in some cases, substantial 
refugee pressures. The Bank moved quickly to assist clients to cope 

with these sudden shocks by providing loans and technical assistance. On 
December 20, 2001, for example, the Bank approved a US$75-million loan 
to support the Government of Jamaica’s emergency economic rehabilitation 
program designed to help the country cope with the economic fallout 
stemming from September 11 and other shocks. 


The Bank, as a member of the Afghanistan Reconstruction Steering Group 
(ARSG)> and a vice-chair of its Implementation Group, is playing an important 
role in the international effort to support post-conflict reconstruction in 
Afghanistan. Together with the United Nations Development Programme and 
the Asian Development Bank, the Bank undertook a needs assessment in 
Afghanistan that will underpin the international community’s assistance to the 
country. Afghanistan will become eligible for concessional Bank lending once 
its small amount of arrears to IDA is cleared. The Bank will also be working 
with the Asian Development Bank, UN agencies, bilateral donors and the 
European Bank for Reconstruction and Development to address economic 
problems that threaten stability in South and Central Asia. 


° Established by donors in November 2001, the ARSG is co-ordinating the international 
effort to provide assistance to Afghanistan. It is co-chaired by the European Union and the 
governments of the US, Japan and Saudi Arabia. In January 2002 the ARSG finalized the 
structure of its Implementation Group (IG). The IG will be chaired by the Afghan Minister 
of Finance, and representatives of the Bank, United Nations Development Programme, 
Asian Development Bank, Islamic Development Bank and Afghan Support Group of 
bilateral donors will serve as vice-chairs. 
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The World Bank’s Response to the Events of September 11 


The World Bank’s response, which was designed in concert with the IMF and 
the regional development banks, included: 


m increased lending and technical assistance in support of developing coun- 
try efforts to combat money laundering and the financing of terrorism: 

m increasing support for low-income countries, where warranted, through: 
— increased technical assistance and policy advice; 
— increased emergency and adjustment lending; 


— more rapid loan disbursements and short-term expansion of concessional 
flows in the form of either project or adjustment lending; 


— more focused poverty, economic and financial analysis at the country level 
by Bank staff; and 


— in exceptional cases, additional assistance at the completion point 
for HIPC countries; and 


m closer co-operation with the UN, regional development banks and bilateral 
agencies in supporting reconstruction in Afghanistan and promoting regional 
Stability in South and Central Asia. 


Stronger Focus on Country Ownership 


The Bank continues to assimilate into its operations the principles of country 
ownership that underpin the Comprehensive Development Framework (CDF).® 
Under the broad CDF approach, country-designed Poverty Reduction 
Strategy Papers (PRSPs)’ are emerging as the key drivers of development 
and poverty reduction policies within the poorest countries. PRSPs 

are very much a work in progress and, in this initial stage of design and 
implementation, many developing country governments have relied on 
extensive World Bank support. In late 2001 and early 2002 the World Bank 
and IMF undertook a comprehensive review of the PRSP process. The 
results of this review are to be presented at the April 2002 meetings of the 
International Monetary and Financial Committee and Development 
Committee (see the “Joint Issues” section for details). 


6 The CDF, which was launched as a concept by Bank President James Wolfensohn at a 
meeting of heads of multilateral development banks in January 1999, aims to better balance 
the social, environmental and governance aspects of development with financial and 
structural considerations. Under the CDF, the Bank and other development players will take 
a longer-term view of development and work in closer partnership with developing countries, 
civil society and the private sector in supporting country-led development programs. 


7 PRSPs were originally conceived in 1999 as a comprehensive policy mechanism to link 
HIPC debt relief more closely with poverty reduction initiatives. They are rapidly evolving 
into the primary statement of the development strategy of the world’s poorest countries. 
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In drafting PRSPs, developing country governments are working towards 

the types of broadly based consultative processes and development planning 
that underpin the CDF. In the discussions of the policy framework for the 

13th replenishment of IDA, donors and representatives of borrowers agreed 
that IDA programming should reinforce the national development priorities 
identified in individual PRSPs. 


The main challenges of the CDF and PRSP approach are: enhancing the 
institutional capacity of developing country governments to both plan and 
implement comprehensive poverty reduction strategies; ensuring governments 
are willing and able to sustain, over the medium and longer term, 
commitments to good governance and the principles of the CDF; ensuring 

an appropriate balance between CDF/PRSP consultative processes and the 
legitimate mandate of elected officials in recipient countries to set strategic 
priorities and make decisions; strengthening expenditure management and 
audit systems as essential conditions for government accountability; 
integrating the poverty reduction strategies into national budgetary processes; 
and aligning and harmonizing donors’ programming and procedures with 
these strategies. 


Adjustment Lending 


One of the consequences of the shift in Bank operations to support 
country-owned development and poverty reduction strategies has been a high 
level of adjustment lending in overall Bank financing. The share of adjustment 
lending in overall Bank lending remains higher than the 25-per-cent notional 
level established by the Executive Board. Adjustment operations accounted 
for 38 per cent of overall World Bank lending in FY 2001, compared to 

41 per cent in FY 2000, but down significantly from the 63 per cent registered 
at the height of the Bank’s response to the emerging market financial crisis in 
FY 1999 (when the mechanism was used to provide social and financial 
sector support to crisis countries). Adjustment lending is used to support 
sector-wide reforms and restructuring in a number of areas. In FY 2001 

most of the Bank’s adjustment operations were provided in the form of 
Programmatic Structural Adjustment Loans, which are designed to support 
social and structural reforms implemented by developing country 
governments that involve continual, incremental policy changes and 
institution building. In sectoral terms, most of the Bank’s adjustment lending 
supports public sector management, financial sector reforms and 

improved governance. 


The Operations Evaluation Department (OED)® judged that the adjustment 
lending outcomes strengthened during the 1990s, and in its annual report 
for FY 2001 concluded that the adjustment lending outcomes remain strong. 
OED attributes this improvement to the incorporation of lessons from early 


8 OED is an independent unit within the Bank that assesses the development impact of 
the Bank’s operations. OED reports directly to the Executive Board. 
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Bank experiences, including increased attention to borrower ownership, fewer 
loan conditions, and increased use of single-tranche operations that disburse 
on the basis of policy actions taken rather than policy commitments. OED also 
attributes the improvement to the increased focus in Bank operations on 
countries that are committed to and implementing good policies. OED is 
working with Bank management to improve the framework for monitoring 
adjustment lending by shifting focus from compliance with loan conditionality 
and intermediate outcomes to an assessment of final outcomes and impacts. 


Late in FY 2001 the Executive Board approved the introduction of a new type 
of adjustment operation — the Poverty Reduction Support Credit (PRSC) — 
that provides budgetary financing in support of the implementation of PRSPs. 
PRSCs will be used in cases where clients have transparent budgetary and 
fiduciary processes and strong PRSPs in place. Since their introduction in the 
spring of 2001, PRSCs have been approved for Burkina Faso, Uganda 

and Vietnam. 


Assessing Poverty 


To ensure that poverty reduction remains at the heart of the Bank’s 
operations, the Poverty Reduction and Economic Management Network 
(PREM) was established in 1997. PREM advises Bank country teams on 
the poverty reduction impacts of emerging policies, programs and individual 
projects. PREM’s country-specific poverty assessments continue to provide 
valuable support for the Bank’s poverty reduction efforts. Given a stronger 
emphasis on strengthening the rule of law, PREM is also developing 
institutional and governance assessments to be incorporated into Country 
Assistance Strategies (CASs). In FY 2001 the Bank completed four country 
poverty assessments, including an assessment of rural poverty in China, 
bringing the number of assessments and updates conducted since 1993 
to 108. These assessments cover most of the world’s poor. 


At the same time, the quality of poverty data is uneven, and the Bank 
continues to work to improve the consistency of these assessments. More 
work will be done within the context of the regular CAS retrospective exercise 
to introduce a better time series on the poverty focus on individual CASs. This 
work will replace, in part, poverty monitoring that had been conducted within 
IDA’s Program of Targeted Interventions (PTI). The PT! was discontinued 

in June 2001; it has been criticized by OED for not being a good indicator of 
the poverty focus of the Bank’s work. 


Africa: A Special Priority 

The Bank and its shareholders recognize that the development challenges 
for African countries are especially daunting and that without extraordinary 
internal and external efforts, countries on the continent will not be able to 
reach the Millennium Development Goals. The heads of the IMF and the 
World Bank therefore committed at the 2000 Annual Meetings to put Africa 
at the centre of their institutions’ activities. As a follow-up, the heads of the 
two institutions undertook their first joint visit to the region in February 2001, 
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where they met with leaders of 22 African countries to discuss key 
development issues. These meetings confirmed African leaders’ commitment 
to far-reaching changes to achieve the levels of economic growth and poverty 
reduction needed to meet the Millennium Development Goals. 


Soon after this visit 53 African Heads of State underscored their commitment 
to reform and ownership of the development process by adopting what 
became known as the New Partnership for Africa’s Development (NEPAD) at 
the 2001 Summit of the Organization of African Unity. NEPAD is a 
comprehensive African-led program of action to end the continent’s economic 
marginalization. G-8 Leaders discussed this initiative in Genoa in July 2001 
and committed to focus the 2002 Kananaskis Summit on support for 

African development. 


Millennium Development Goals 


At the Millennium Summit in September 2000, world leaders endorsed 
specific, monitorable development goals. The 10 Millennium Development 
Goals were published in the September 6, 2001, Report of the UN Secretary 
General on the road map towards implementing the UN Millennium 
Declaration. The 10 goals are: 


to halve, between 1990 and 2015, the proportion of people living on less 
than one US dollar a day; 


to halve, between 1990 and 2015, the proportion of people suffering 
from hunger; 


to ensure that, by 2015, all children can complete primary schooling; 


mw to eliminate gender disparity in primary and secondary education, 
preferably by 2005, and at all education levels no later than 2015; 
to reduce by two-thirds, between 1990 and 2015, the mortality rate for 
children under 5 years old; 


to reduce by three-quarters, between 1990 and 2015, the maternal 
mortality ratio; 


m to have halted and begun to reverse by 2015 the spread of HIV/AIDS; 


m to have halted and begun to reverse by 2015 the incidence of malaria 
and other major diseases; 


to integrate the principles of sustainable development into country 
policies and programs and to reverse the loss of environmental 
resources; and 


to halve by 2015 the proportion of people without sustainable access to 
safe drinking water. 
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The World Bank’s Response to the HIV/AIDS Pandemic 


HIV/AIDS is no longer just a public health issue; it is a development crisis. 
The high infection rates in developing countries are killing or incapacitating 
many of the most productive individuals and threaten economic and social 
Stability. In the hardest-hit countries, most of which are in Sub-Saharan 
Africa, HIV/AIDS threatens to reverse the development gains achieved over 
the last 30 years. 


Most of the Bank’s HIV/AIDS programming is delivered through IDA, which 
has mainstreamed HIV/AIDS into its work. In FY 2001 IDA committed more 
resources to HIV/AIDS projects than it had in all previous years combined. 
Since September 2000 IDA’s Multi-Country HIV/AIDS Program (MAP) for 
Africa has made US$500 million available to governments to combat 
HIV/AIDS. While IDA initially expected it would take three years to commit the 
MAP funding, high demand led to the commitment of virtually all of the MAP 
facility within 15 months. Another 15 projects are expected to be funded 
through a second US$500-million MAP loan (MAP 2), which was approved in 
February 2002. In 2001 the Executive Board also approved the first phase of 
a US$155-million Multi-Country HIV/AIDS Prevention and Control Project for 
the Caribbean, of which over US$40 million was earmarked for Barbados 
and the Dominican Republic. There are more than 390,000 people living with 
HIV/AIDS in the Caribbean region (making it the region with the highest 
prevalence rate in the world after Sub-Saharan Africa). Finally, IDA continues 
to support other freestanding HIV/AIDS projects and to integrate HIV/AIDS 
components into operations in all sectors. 


The Bank is also involved in the Global Fund to Fight AIDS, Tuberculosis, and 
Malaria that was launched at the G-8 Summit in Genoa. The Fund has now 
received US$2 billion in pledges from G-7 and other donor countries, 
corporations, non-profit organizations and private individuals. The Fund 
became operational in late January 2002, and its first projects are 
expected to be launched in the spring of 2002. The World Bank will be the 
Fund’s Trustee. 


OED Review of IDA10-12 


Lessons from IDA operations are especially important in improving the 
effectiveness of the Bank’s poverty reduction efforts. In 1998 IDA donors 
asked OED to review the evaluation of IDA’s performance in implementing 
the undertakings of the 10*, 11 and 12" replenishment agreements (the 
FY 1994-2000 period). IDA donors received the nine-volume study in the 
spring of 2001, in time for their discussions of the 13" replenishment. 


OED concluded that IDA’s compliance with the long list of replenishment 
undertakings was satisfactory, though uneven across sectors. IDA has 
increased the poverty focus of its operations, and the quality of lending 
and non-lending services has improved. IDA has also made a substantial 
contribution to poverty data collection and analysis. OED noted that IDA’s 
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actions to increase social sector lending were highly satisfactory over the 
period reviewed. Social sector lending has increased from 20 per cent of total 
IDA investment lending in the late 1980s to a sustained level of 40 per cent 
since 1995. 


OED also judged that in 2000 IDA had improved its country focus significantly 
and paid greater attention to institutional development and the public sector 
than it did in 1994. IDA has also increased its responsiveness to borrowers. 
OED stressed, however, that more work needs to be done to strengthen IDA's 
analytic capability and develop adequate results-based monitoring. Finally, 

a strong message from the review is that donors need to establish clearer 
goals for IDA. 


The OED review can be accessed on the World Bank’s Web site at 
http://www.worldbank.org/ida/oed/oeddocs.html. 


IDA13 Replenishment Discussions — Enhancing Support 
for Country Ownership 


In February 2001 representatives (IDA Deputies) of 40 donor governments 
began negotiations on the scale of the 13) replenishment as well as on 

the policy framework that will underpin IDA operations for the replenishment 
period (July 2002 to June 2005). Roughly 60 per cent of the funding for 

IDA 13 will be provided by donors. Canada expects to maintain its IDA 12 
donor share in IDA 13. While negotiations were initially expected to have 
been completed in December 2001, lack of consensus among donors on the 
degree to which IDA should be providing grant financing has led to protracted 
negotiations. At the time of printing, agreement among donors on the 

qgth replenishment had not been achieved. 


During the negotiations on the 13) replenishment, there was agreement 
among IDA Deputies that IDA should support country-owned poverty 
reduction strategies. IDA Deputies stressed that IDA needs to focus on results 
and recommended that the Millennium Development Goals provide a basic 
framework for results measurement. They also called on IDA to ensure that 
Bank CASs include specific outcome-based benchmarks for assessing the 
effectiveness of IDA assistance. Within the framework of support for PRSPs, 
Deputies have stressed the need for IDA to invest in people, especially 
through support for expanding education, health and basic infrastructure, and 
to provide support for strengthening public sector management. They 
reiterated for IDA13 the objective, established in IDA12, of having Africa 
account for half of IDA allocations. 
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IDA Deputies also urged IDA to be more selective in its operations and 

to work closely with other development partners, on the basis of comparative 
advantage. They reaffirmed the importance of IDA’s performance-based 
allocation mechanism, and especially the high weight it assigns governance. 
They also requested that management assess the impact of this allocation 
mechanism on poverty levels. At the same time, they recommended that IDA 
show greater flexibility with respect to allocations to post-conflict countries 
where there has been little opportunity to establish policy track records. 


IDA - Focused on the World’s Poorest 


Established in 1960, IDA is the single most important source of external 
development support for the world’s poorest countries. IDA provides 
US$6 billion to US$7 billion annually in highly concessional long-term 
financing to 79 countries, home to 2.4 billion people, of which 80 per cent live 
on less than US$2 a day and 40 per cent survive on less than US$1 a day. 


Eligibility for IDA concessional lending is based primarily on an assessment of 
an individual country’s per capita income. In FY 2001 the operational cut-off 
for IDA eligibility was US$884 per capita. A number of small island states 
with per capita incomes above this threshold are also eligible for IDA 
concessional financing given their limited capacity and high vulnerability to 
external shocks. 


IDA helps provide access to improved social services such as schools, 
hospitals and clinics, and clean water and sanitation services. IDA also 
supports investments aimed at improving productivity and creating 
employment. 


To ensure that its resources are used effectively, IDA allocations to clients are 
governed by performance criteria that are heavily focused on good 
governance. 
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Canada’s Financial Participation in the IBRD and IDA 


IBRD 


Canada is a fully paid shareholder of the IBRD, with a capital share of 
2.79 per cent. A relatively small proportion of this capital is required to be 
“oaid-in’— about 6 per cent overall, but just 3 per cent in the last capital 
subscription. The remainder is “callable” in the unlikely event that the IBRD 
needs it from member countries. Callable capital represents a contingent 
liability for shareholders. The IBRD leverages paid-in capital to raise financing 
in international capital markets for its lending program. The IBRD’s capital 
adequacy is regularly reviewed and the institution’s capital is replenished 
through occasional general capital increases. The last general capital 
increase was in 1988. 


Canada’s Total IBRD Subscriptions 


and Contributions Committed Canada’s Voting Power in the IBRD 
In millions of US dollars Number of votes Per cent of total 
5,403.8 45,045 2.79 


Of which paid-in 334.9 
Of which callable 5,068.9 


IDA 


As IDA concessional financing does not generate a financial return, its 
operations are underwritten entirely from donor contributions, loan fees and 
repayments of principal on its outstanding loans, as well as allocations from 
IBRD net income. IDA’s financial resources are replenished in three-year 
cycles. In November 1998 donors agreed to an overall funding level of 
US$20.5 billion for the 12'% replenishment of IDA. Donors agreed to 
contribute US$11.7 billion of this amount. Canada’s share of donor 
contributions was 3.75 per cent. To meet these obligations, Canada issued 
demand notes in 1999, 2000 and 2001. Each of these notes is encashed 
over a six-year period. The amount and terms of Canada’s contribution to 
the 13 replenishment will be determined once donors agree to the overall 
financing framework. 


Canada’s Contribution to IDA12 Canada’s IDA12 Canada’s IDA12 
(July 1999-June 2002) Donor Share Voting Power 


In millions of Canadian dollars Per cent of total Number of votes Per cent of total 


607 3.75 81,592 3.39 


eee eee ee ee 
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Canada’s Priorities at the World Bank 


While positions that Canada articulates on World Bank issues continue to 
evolve, they are based heavily on our international development co-operation 
and foreign policies and our strong interest in maintaining the financial integrity 
of the World Bank and its instruments. 


Poverty Reduction and Human Development 


Canada has long been a key player in international efforts to assist the 
poorest and strongly supports poverty reduction as the overarching 
objective of the World Bank. As such, Canada endorses the Comprehensive 
Development Framework, which promotes the basic principles of country 
ownership, partnerships, a focus on results and a long-term vision for 
development, and the PRSP process, under which developing country 
governments develop and implement broad-based poverty reduction 
strategies in partnership with the donor community. The Bank has increasingly 
recognized that poverty reduction cannot be addressed in isolation. Private 
sector development, good governance, monitoring of non-productive 
expenditures (especially military), external debt and environmentally 
sustainable policies are just a few of the factors that need to be considered 
in designing strategies to help improve the living standards of the poor 

in member countries. In the case of small states, the Bank has to take into 
account additional factors of economic and physical vulnerability and 

limited capacity. 


Canada strongly supports the Bank’s efforts to increase the prominence 

of social sector issues in macroeconomic stabilization programs. Good 
macroeconomic policy is key to boosting growth and reducing poverty. At 
the same time, adequate attention to social issues must be an essential part 
of macroeconomic stabilization and sustainable development goals. 
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Canada’s Voting Record 


World Bank Executive Board decisions are usually taken on a consensus 
basis, without resorting to a formal vote. On occasion, however, individual 
Executive Directors have been unable to join the Board consensus for 
various reasons. Over the April-December 2001 period, the Canadian 
Executive Director did not join the Board consensus on 33 occasions. 


= Canada registered its abstention in the cases of 22 World Bank and 
IFC loans and investments in India and Pakistan as, in Canada’s view, 
these operations were inconsistent with the internationally agreed 
sanctions applied against the two countries following their testing of 
nuclear weapons devices in May 1998. Recognizing the economic 
impact of the events in Afghanistan on both Pakistan and India, 
Canada modified its position in the fall of 2001 and has since 
indicated its support for all categories of multilateral development bank 
lending to these two countries. 
Canada opposed 7 Bank Group operations in Indonesia, given strong 
concerns about the weakness of corporate governance and 
adherence to the rule of law. 


Canada opposed an IFC operation in support of a steel project with 
the Grupo Peixoto de Castro in May 2001 given concern about 
overcapacity in the global steel market. 


In June 2001 Canada opposed management’s recommendations 
regarding increases in World Bank staff compensation. In December 
2001 Canada opposed management’s proposal to increase, by one 
professional staff member, the number of positions in Executive 
Directors’ offices. (Under this new policy, multi-country constituencies 
and single-country offices can have up to 14 positions and 9 positions, 
respectively). 

In addition, in July 2001 the Minister of Finance, as Canada’s Governor 
at the World Bank, voted against an increase in the remuneration of 
World Bank Executive Directors and their Alternates. 


Education 


Canada considers education to be a critical factor in development. The 
Minister for International Cooperation represented Canada at the Education 
for All (EFA) world conference in Dakar, Senegal, in April 2000, where 

bilateral and multilateral donors committed to assisting developing countries 
undertaking education reform and with realistic plans to meet the EFA goals.2 
The Minister of Finance reinforced Canada’s support for EFA in his statements 
to the April and November 2001 meetings of the World Bank/IMF 
Development Committee. 


9 At Dakar, Senegal, in April 2000, education and development ministers from across the globe 
established the six education goals: gender equality in primary and secondary schooling by 
2005 and gender equality in all education by 2015; universal primary education of good quality 
by 2015; a 50-per-cent improvement in adult literacy by 2015; an expansion of early childhood 
care and education; equitable access by youth and young adults to appropriate learning and 
life skills programs; and improved education quality. 


44 


BRETTON WooDS AND RELATED AGREEMENTS ACT — 2001 


The Bank increased its lending programs for education in FY 2001 to 

US$1.1 billion — a 50-per-cent increase from the FY 2000 level. The Bank also 
provides important non-lending support for the education sector. In FY 2001 
Bank staff undertook analysis and gave policy advice on education issues 

to developing countries, with a particular focus on girls’ education. Under 

a Bank-funded project in Guinea, for example, girls’ enrolment increased 

to 49 per cent in 2001 from 44 per cent one year earlier. 


Bank staff are working closely with the G-8 Education Task Force’? to assess 
the financial requirements for achieving the 2005 and 2015 EFA goals. The 
Bank's role in supporting international education efforts will be discussed at 
the April 2002 meeting of the Development Committee. 


Development Effectiveness 


Ensuring the effectiveness of the Bank’s operations has long been a key 
Canadian objective. This entails more than just reducing costs and saving 
money. Effectiveness requires selectivity, clear priority setting and efficient 
service delivery. The Bank needs to operate in those areas where its 
assistance can be productively used and where it has a clear comparative 
advantage. The Bank is exercising greater selectivity by focusing on reforming 
states and good performers. In the case of IDA credits, allocations are based 
on performance criteria. In order to monitor country performances in a 
meaningful manner, the Bank is focusing on incorporating poverty-related 
outcome indicators to measure real results, including such indicators as 
child malnutrition and child and maternal mortality. 


The Bank continues to strengthen its efforts to improve development 
effectiveness through a renewed emphasis on the quality of its project 
portfolio. More vigilance is now exercised at the project preparation and 
supervision stages, and this has led to an improvement in the number 

of projects that are meeting their development objectives. In the first half of 
FY 2001 OED assessed that 82 per cent of projects had satisfactory ratings 
in terms of meeting their objectives. Recent OED evaluations point to 

a particular improvement in the performance of projects in Africa, following 
a determined effort by Bank management to improve project management. 


Co-ordination and harmonization of programs is another critical element of 
effective development assistance. Canada has consistently urged the Bank 
to forge stronger partnerships with other multilateral organizations — including 
the UN — and bilateral donors on the basis of comparative advantage. 


Gender Issues 


Canada actively promotes gender issues as a priority for World Bank 
operations. World Bank lending in almost all sectors includes activities that 
specifically benefit women and girls. Following a review of its gender strategy, 
management committed to integrate gender issues into Bank CASs and to work 


10” task force of senior officials established by G-8 leaders at the 2001 Genoa Summit to 
review means of improving international support for the Millennium Development Goals 
for education. 
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with developing countries and external partners to identify appropriate 
strategies to promote gender equality. In FY 2001 the Bank published a major 
policy research report, Engendering Development — Through Gender Equality 
in Rights, Resources, and Voice. The report, which will inform the Bank’s 
gender strategy, concluded that there is strong empirical evidence that gender 
inequalities tend to slow development and that gender equality helps to lower 
infant mortality, improve nutrition, and lower fertility and HIV/AIDS transmission 
rates. CIDA is currently working closely with the Bank to improve the Bank's 
capacity in gender equity. To expand exchange of knowledge with its 
development partners, the Bank provides a number of statistical indicators 

on gender on its Web site. 


Private Sector Development 


The private sector plays an important role in addressing virtually all 
development challenges, from protecting the environment to assisting in 
privatization in transition economies. Canada has maintained that the Bank 
Group’s fundamental priority for private sector development is to create an 
enabling environment for investment and sound regulatory frameworks for 
the private sector to develop and flourish in a sustainable fashion. Canada 
has encouraged the increasingly co-ordinated approach to private sector 
development that has grown within the Bank Group over the past three years. 
In June 2001 the Bank Group prepared a paper entitled Private Sector 
Development Issues and Options for consultation with government, the 
private sector, NGOs and multilateral agencies. Based on the consultative 
process, the paper evolved into the Bank Group’s draft Private Sector 
Development Strategy, which was informally discussed by Executive Directors 
in November 2001. The strategy relates to two broad themes: extending the 
reach of markets and improving the delivery of basic services. The key 
elements of the strategy include: fostering a sound investment climate; 
providing direct support for private firms; supporting private participation in 
infrastructure; increasing the role of the private sector in assisting public sector 
efforts to achieve universal and affordable access to social services; and 
creating a new approach to more effectively target subsidies to the poor to 
improve service delivery. 


Altogether, in FY 2001 the IBRD and IDA provided over US$550 million 

in lending in direct support of private sector development. An important 
example of the private sector’s role in development is the growing impact of 
microcredit operations (relatively small loans made to the poor by grassroots 
organizations such as the Grameen Bank in Bangladesh). With a small 
investment, these organizations have been successful in improving the living 
conditions of the poor, particularly women, in developing countries. Evidence 
from these operations is compelling; it shows that the poor can be very 
good entrepreneurs as well as very good credit risks. 
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The Consultative Group to Assist the Poorest (CGAP), which includes 

the Bank, Canada, 25 other multilateral and bilateral donors and 2 private 
organizations, was established in 1995 to support the development and 
expansion of sustainable institutions that provide microfinancing services to 
the poor. In FY 2001 CGAP considerably expanded the scope of its training 
hubs in Africa, Asia and Europe. 


Microcredit: The Consultative Group to Assist the Poorest 


Microcredit is an important development instrument in the world’s poorest 
countries. In FY 2001 CGAP committed US$6.7 million to expand 
microcredit operations in the world’s poorest countries. Canada strongly 
supports CGAP efforts to expand microcredit. 


Through its work, CGAP seeks to strengthen the ability of microfinance 
organizations with a proven track record and to provide assistance to the 
poor. The Bank contributed US$30 million to the first phase of the facility 
and provided a further US$7 million for the first year of the second phase 
(which runs until June 2003). CIDA contributed C$1.5 million to the first 
phase and C$1 million to the second. 


For CGAP’s second phase, donors have adopted the following strategies: 
m support microfinance institutional development through the creation 
of tools and the delivery of capacity-building activities; 


m™ support changes in the practices of CGAP members, especially as they 
relate to the management of microfinance portfolios; 


m increase understanding of the impact of microfinancing on poverty 
reduction; 


m improve the legal and regulatory framework for microfinance; and 
m facilitate the commercialization of the microfinance sector. 


Good Governance and Anti-Corruption 


Canada is an advocate of strong Bank support for improved public and 
corporate sector governance. Over the last decade governance has been 
mainstreamed into the Bank’s adjustment and investment lending, and more 
recently in its country analytical work. In November 2000 the Bank published 
its governance strategy, Reforming Public Institutions and Strengthening 
Governance, which stressed the need for the Bank to strengthen its tools for 
evaluating the quality of a country’s institutions and for assessing a country’s 
readiness to initiate specific governance reforms. The Bank’s Public 
Expenditure Reviews (PERs) and Financial Accountability Assessments (FAAs) 
in individual countries will focus increasingly on institutions responsible for 
budget decision making and implementation, while the more recently 
introduced Institutional and Governance Reviews (IGRs) will facilitate 
institutional analysis in other areas of public sector reform. In FY 2001 the 
Bank conducted 12 PERs, 13 FAAs and 7 IGRs. 
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The Bank also incorporates anti-corruption measures into its own procedures. 
Since 1997 anti-corruption activities have been integral components of the 
Bank’s public sector management portfolio, which represented 12 per cent of 
the Bank’s loan commitments in FY 2001. The Bank has helped put in place 
more than 600 anti-corruption programs in nearly 100 borrowing countries 
and has mainstreamed anti-corruption issues into its CASs. The Bank has 
amended its procurement guidelines to strengthen the procedures for 
disqualifying bidders, temporarily or permanently, from future Bank-financed 
projects if it finds evidence of fraud or corruption. Since the inception of its 
anti-corruption policy, the Bank has debarred 72 firms or individuals from 
receiving Bank contracts because of their involvement in corruption or the 
misuse of Bank funds. Nineteen companies or individuals were debarred 

in FY 2001. In April 2001 the Bank appointed Maarten de Jong as its 

first Director for Institutional Integrity. Mr. de Jong provides advice to senior 
management on business ethics and the Bank’s anti-corruption investigative 
strategies and policies. 


The Bank’s governance work is not limited to the public sector. In March 2001 
the Bank joined with the Organisation for Economic Co-operation and 
Development to establish the Global Corporate Governance Forum. This 
institution aims to improve the investment climate in developing countries 

by addressing specific weaknesses in corporate governance. 


Canada has been particularly outspoken and concerned about unproductive 
expenditures, particularly excessive military expenditures. It has spoken 
strongly at the Bank to highlight the need to be tough on those countries 
that are receiving international assistance and in which defence expenditures 
crowd out social sector spending. The Bank is requesting better information 
from borrowers on military-related aggregate expenditures to aid in its PERs. 


In its efforts to promote better governance practices, the World Bank 
Institute has established close working relations with the Parliamentary Centre 
in Canada and with international organizations. 
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The Toronto Centre 


Recognizing the need to strengthen financial sector regulation and 
supervision in crisis economies, in 1997 the Government of Canada and the 
World Bank established the Toronto International Leadership Centre for 
Financial Sector Supervision. The Toronto Centre provides experience-based 
training for senior financial supervisors and regulators in emerging markets, 
putting them in a stronger position to fulfill their responsibilities and thereby 
reducing the severity and frequency of financial crises. It focuses on the 
leadership dimension of the supervisory function, offering pragmatic 
programs based on the premise that experience is the best teacher. The 
Toronto Centre has provided training to nearly 400 senior public servants 
from more than 100 countries. In 2000 it began joint programs with the 
Financial Stability Institute in Basle, Switzerland, and initiated regionally 
focused programs in regional settings. 


The Bank has provided US$1.25 million in funding to the Toronto Centre over 
the past three years. The IMF contributed US$500,000 in 2000 and 
US$300,000 in 2001. The Bank for International Settlements announced a 
contribution of US$500,000 in 2000 and provided US$350,000 of this 
amount in 2001. Canadian funding for the Toronto Centre has been provided 
by CIDA and several Canadian banks (Canadian Imperial Bank of 
Commerce, The Bank of Nova Scotia, Royal Bank of Canada and TD Bank 
Financial Group). 


The Toronto Centre can be reached through its Web site at 
http://www.torontocentre.org/. 
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Environmentally Sustainable Development 


The Canadian government, alongside Canadian NGOs, has long been a 
vocal advocate of the need for the Bank to better integrate environmental 
considerations into its operations. The Bank has estimated the economic 
costs of environmental degradation in many developing countries to be 
the equivalent of 4 to 8 per cent of GDP. In July 2001, following extensive 
consultations between the Bank, civil society and governments, Executive 
Directors approved a revised Bank environment strategy. The revised 
strategy aims to improve the Bank’s environmental safeguard system and 
to mainstream environmental policies and issues into the loan and policy 
dialogue work of the Bank. To ensure compliance with its environmental 
safeguard policies, in FY 2001 the Bank appointed regional safeguard 
co-ordinators, established a safeguards help desk for staff and upgraded its 
internal safeguard training. The Bank also works closely with clients to help 
them introduce and implement their own environmental safeguard systems 
to help them manage their resources more sustainably. 


While the Bank is mainstreaming environmental considerations into the broad 
range of its operations, the number of direct environmental investments varies 
from year to year. In FY 2001 the share of direct environmental lending in 
overall Bank lending operations decreased to 4.5 per cent from 6 per cent 

in FY 2000. At the end of FY 2001 there were 95 active stand-alone 
environmental projects (7 of which were approved during the year) worth 
US$5.1 billion in addition to sector projects with strong environmental 
objectives that totalled US$11 billion. 


The Bank has been particularly active in the area of climate change. As an 
implementing agency of the Montreal Protocol’s Multilateral Fund, the Bank 
supports projects in 20 countries and has committed US$445 million in 
financing since 1991 for some 558 projects to assist enterprises in developing 
countries convert to ozone-friendly technologies. 


In FY 2000 the Bank launched the US$145-million Prototype Carbon 

Fund (PCF), which finances projects that produce high-quality greenhouse 
gas emission reductions that could be registered with the United Nations 
Framework Convention on Climate Change for the purposes of the Kyoto 
Protocol. PCF resources are provided by both the public and private sectors 
(including a contribution from CIDA). In FY 2001 the PCF funded a solid 
waste management project in Liepaja, Latvia. 


Together with the United Nations Development Programme and United Nations 
Environment Programme, the Bank is an implementing agency of the Global 
Environment Facility (GEF). Through the GEF, the Bank supports projects in 
four key areas: climate change, biodiversity conservation, phase-out of ozone- 
depleting substances and protection of international waters. 
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Trade and Development 


Canada recognizes that the capacity of small nations, emerging economies 
and other developing countries to participate effectively in the global trading 
system is an important component of a comprehensive approach to growth 
and poverty reduction. Canada has stressed the need to incorporate trade 
sector Capacity building in Bank CASs and nationally developed PRSPs. 


In April 2001 the Development Committee reviewed the Bank’s strategy paper 
Leveraging Trade for Development, which focused on the institution’s role in 
assisting developing countries to better integrate into the global trading 
system. The Bank is focusing on three broad objectives: 


¢ helping developing countries use the multilateral system to expand trade 
by concentrating on priority areas such as market access, trade in services, 
and intellectual property and product standards, and preparing countries for 
World Trade Organization accession; 


¢ helping developing countries use regional arrangements more efficiently to 
expand trade and regional integration; and 


e working with governments to design and implement reforms that will 
expand trade and transmit benefits to low-income groups. 


In addition, the Bank is working with five other institutions in the context 

of the Integrated Framework for Trade-Related Technical Assistance (IF).11 
The IF has evolved into the primary vehicle for mainstreaming trade into 
country development strategies in a co-ordinated fashion, with the World 
Bank playing the role of lead institution. The Bank’s intellectual and financial 
commitment to this project is critical to the success of the IF in both the short 
and long term. Canada is a strong supporter of the IF and, in addition to 
providing policy advice, announced a C$1-million contribution to the IF Trust 
Fund in May 2001 (contributions from various contributors totalled C$9 million 
by the end of 2001). This Trust Fund supports trade-related diagnostic studies 
in three pilot countries (Cambodia, Mauritania and Madagascar) in collaboration 
with the IF agencies. 


Transparency and Accountability 


Recognizing that transparency and accountability are fundamental to ensuring 
the longer-term sustainability of the Bank Group’s operations and that 

the “demonstration effect” of the Bank’s own policies is important for 
developing country governments, Canada has been a major proponent of 
increased openness at the Bank. Canada and other donors have pushed 

the Bank and borrowing countries to find ways to improve consultations with 
local people — civil society organizations (CSOs) and NGOs — in borrowing 
countries, not only in the design and implementation of projects but also 

in the preparation of key policy documents, such as CASs. The Bank has 
responded to concerns from shareholders by making public a growing 


11The other participants in the IF are the IMF, International Trade Centre, United Nations 
Conference on Trade and Development, United Nations Development Programme and 
World Trade Organization. 
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number of documents. In August 2001, following extensive Bank 
consultations with governments, civil society, the private sector and the 
media, Executive Directors approved revisions to the Bank’s disclosure policy 
and these revisions became effective in January 2002. 


Under its revised policy, the Bank now discloses to the public: 


e documentation outlining key actions supported by a Poverty Reduction 
Support Credit following loan approval by Executive Directors; 


¢ program documents for other adjustment loans, with the consent of the 
borrower, following Executive Board approval of the operation; 


e abroad range of Operations Evaluation Department reports after they 
have been released to Executive Directors; 


¢ environmental safeguard assessments for all projects before project 
appraisal begins; 

¢ concluding remarks of the Executive Board chair on CASs, 
Transitional Support Strategies and CAS Progress Reports that are 
themselves disclosed; 


¢ concluding remarks on policy and strategy papers on a case-by-case 
basis; and 


e archived documents after 20 years (or 5 years for types of documents 
now routinely disclosed). 


Substantial headway was made during the 13" IDA replenishment 
negotiations in expanding transparency and policy dialogue with borrowers 
and civil society. For the first time six representatives of IDA borrowers 
participated in the formal discussion of the IDA policy framework. IDA donors 
also met with representatives of African borrowers and civil society when they 
convened at the headquarters of the United Nations Economic Commission 
for Africa in Addis Ababa, Ethiopia, in June 2001. At their meeting in 

October 2001 IDA donors met with a number of NGOs from borrowing 
countries to discuss IDA priorities and the PRSP process. IDA donors also 
decided in 2001 to release all of their background policy discussion papers 
to the public in draft form and took the unprecedented step of seeking 
public comment on their draft report, which defines the IDA13 

policy framework. 


Transparency also requires better consultation with those affected by projects 
that the Bank supports. Under President James Wolfensohn, the Bank was 
the first multilateral organization to establish an independent panel to consider 
outside complaints. Any group that may be affected by a Bank-supported 
project has the right to request that the panel investigate whether the Bank 
has abided by its policies and procedures. Canada has been one of the major 
supporters of the work of the Inspection Panel. Since its inception in 1994 the 
panel has received 25 formal requests for inspections. It received 4 requests 
for inspections during FY 2001. On January 1, 2002, chairmanship of this 
body passed from Canadian Jim MacNeill to Ghanaian Edward S. Ayensu. 
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The Bank engages with civil society in a broad range of activities, including 
providing input for poverty assessments, national environmental action plans 
and other key Bank analytical tools. President Wolfensohn has been a major 
catalyst behind the Bank’s outreach program with CSOs and NGOs; particular 
emphasis has been placed on expanding partnerships with outside groups as 
more Bank operations are framed in the context of PRSPs. PRSPs embody 
participatory approaches at the macro level. CSO/NGO representatives from 
developing countries are now consulted regularly in the preparation of Bank 
CASs. Although the intensity of these consultations still varies from country to 
country, civil society involvement in CAS preparation rose from 20 per cent of 
CASs in FY 1998 to 80 per cent in FY 2000 and FY 2001. Starting in FY 2000 
detailed information on the participation of CSOs/NGOs has been included 

in Bank project appraisal documents. 


The NGO-World Bank Committee, a formal mechanism for policy dialogue 
established in 1982, has evolved into the World Bank-Civil Society Thematic 
Forum, which will convene a broader range of CSOs, including representatives 
from NGOs, trade unions, community organizations, small farmers’ groups, 
religious institutions and women’s organizations. An annual report is published 
on the Bank's relations with civil society, and the Bank maintains a Web site 
(http://wbIn0018.worldbank.org/essd/essd.nsf/NGOs/home). 


Within Canada NGOs have participated in a regular series of government 
meetings and conferences on such issues as multilateral debt, the 
environment, IDA and Africa. The Canadian government has benefited greatly 
from the expertise and advice offered by Canadian NGOs on a broad range 
of development issues. Through this collaborative process, the views 

of Canadian NGOs have helped shape Canada’s position in Bank project 
and policy discussions. 


The World Bank Business Plan and Administrative Budget 


In FY 2001 Bank management undertook an assessment of the Strategic 
Compact, an administrative reform implemented over three years starting 
in April 1997 to make the Bank more poverty-focused and responsive to 
client needs. The review concluded that client responsiveness has improved 
considerably as has the quality of the Bank’s operations. Substantial 
decentralization of Bank operations to the field over the last four years 

has reinforced this trend. While management was able to return the Bank’s 
administrative budget to its FY 1997 level in real terms by FY 2001 
(US$1,442.2 million), efficiency gains under the Compact proved difficult, 
as management has faced increased operational pressures over the past 
four years. 


Drawing on the experience of the Strategic Compact as well as on the 
recognition that its corporate planning needs to be more closely aligned with 
efforts to achieve the Millennium Development Goals, in the spring of 2001 
the Bank moved to a three-year budgetary and corporate-planning cycle. 
Recognizing the stress that returning to FY 1997 administrative budget levels 
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has imposed on the Bank, the Executive Board approved a 10-per-cent 
nominal increase in the Bank’s administrative budget in FY 2002 over FY 2001 
to US$1,589.7 million. This increase, however, was considered within the 
context of the three-year FY 2002-04 planning period, which will see much 
smaller increases in the final two years. 


FY 2001 IBRD Financial Results 


IBRD net income in FY 2001 was US$1,489 million,12 US$502 million lower than 
in FY 2000. The decline was due mainly to increased loan loss provisioning in 
the face of both increased arrears and a deterioration in the credit quality of 
loans disbursed to some borrowers. In FY 2001 loans to two developing country 
borrowers totalling US$921 million were placed in non-accrual status. However, 
agreement was reached in May 2001 with the government of the Federal 
Republic of Yugoslavia (FR Yugoslavia) to clear US$1.9 billion in arrears of the 
former Socialist Federal Republic of Yugoslavia for which the FR Yugoslavia has 
accepted liability. On December 17, 2001, six consolidation loans were signed 
by the FR Yugoslavia to formalize this arrangement. 


As a development institution, the IBRD does not maximize profit. Instead, 

it aims to earn a return on its assets that is sufficient to ensure its financial 
strength and sustain its development activities on an ongoing basis. The IBRD 
usually earns a net return on its assets of about 1 per cent per annum. In 

FY 2001, however, increased loan loss provisioning reduced the IBRD’s net 
return on assets to less than 1 per cent. The IBRD’s main financial risk rests 
with the credit quality of its disbursed loan portfolio. At the end of FY 2001 the 
IBRD’s equity-to-loans ratio, which is a Summary measure of the institution’s 
risk-bearing capacity, was 21.42 compared to 21.23 in FY 2000, but down 
from 22.06 in FY 1997. These levels are considered sustainable. 


In FY 2001 the IBRD raised US$17.033 billion, before swaps, in medium- 
and long-term debt on international capital markets to fund its operations. 
The IBRD issued debt in nine currencies and in a range of maturities. The 
Bank follows very conservative borrowing and hedging policies. 


Allocation of FY 2001 Net Income 


IBRD net income supports development objectives. In July of each year 
Executive Directors recommend to Governors specific allocations from 

the previous year’s net income. IBRD “allocable” net income, after reserves 
and interest waivers, was US$931 million in FY 2001. Governors approved 
allocations from FY 2001 net income of US$302 million to IDA and 
US$100 million to the HIPC Trust Fund. The remainder of FY 2001 net 
income was transferred to the Bank’s general reserve. 


12The World Bank (IBRD) prepares its financial statements in accordance with generally 
accepted accounting principles and international accounting standards. The Bank’s financial 
statements are reviewed by an external auditor. The IBRD’s financial statements and IDA’s 
special-purpose statements for FY 2001 were reviewed by Deloitte Touche Tohmatsu and 
are included in the World Bank’s Annual Report for 2001. 
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How to Access Information at the World Bank 


The World Bank’s Public Information Centres, which became operational in 
early 1994 in Washington and in many of the Bank’s regional offices, provide 
a wide range of Bank documents, including: 

m project information documents; 


m project appraisal documents (after approval by the Board of Executive 
Directors); 


country economic and sector work documents and sectoral policy 
papers; 
the annual report and the World Development Report; 
Monthly Operational Summary and International Business Opportunities: 
environmental data sheets, assessments, analyses and action plans; 
World Debt Tables and Global Development Finance; and 
Operations Evaluation Department précis. 
These materials and a variety of World Bank and World Bank Institute special 
studies are available through the Bank’s InfoShop, which is located at: 


1776 G Street N.W., Washington, DC 20433, USA 
Phone: (202) 458-5454 

Fax: (202) 522-1500 

E-mail address: pic@worldbank.org 


Additional up-to-date information is also available on the Internet at 
http://www.worldbank.org/html/pic/PIC.htmi. 


Development Gateway 


In 2001 the Bank established a “Development Gateway” Web site to allow 
those in the development field to access information, resources and tools, as 
well as to provide a forum for the exchange of knowledge and experience. 
A collaborative initiative by the Bank Group and civil society (including the 
private sector) is underway to build the Gateway. The Gateway has been 
initially funded by the Bank, but will be transferred to the Development 
Gateway Foundation, an independent non-profit organization dedicated to 
reducing poverty and helping to bridge the digital divide by promoting 
development-related information and communications technology initiatives. 


The Development Gateway can be accessed at 
http://www.developmentgateway.ord/. 
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Managing Canada’s Interests at the World Bank 


Finance Minister Paul Martin, as Canada’s Governor at the World Bank, 

is responsible for the management of Canada’s interests at the Bank. 
Minister Martin exercises his influence through exchanges of views at the 
Development Committee and Annual Meetings of the Board of Governors 

of the Bank, and through discussions with the President of the Bank. 

For example, in 2001 in two Development Committee meetings, Governors 
addressed means of improving donor co-ordination, support for the education 
sector, leveraging trade for development, assisting developing countries 
cope with the impacts of September 11, 2001, and the Bank's role in 

the International Conference on Financing for Development. Within the 
Development Committee, Minister Martin represents the interests of Canada 
and all other members of the Canada/Ireland/Commonwealth Caribbean 
constituency at the Bank. 


Because of the September 11, 2001, terrorist attack in Washington, the 

fall meeting of the Development Committee, originally planned for that city 
on October 1, was postponed to November 18 and took place in Ottawa. 
The Annual Meeting of the Bank’s Board of Governors was rescheduled to 
December 4, 2001, and was held in Washington. Most Governors, including 
Minister Martin, were represented on an exceptional basis by their 

Executive Directors. 


The Department of Finance consults closely with the Department of 

Foreign Affairs and International Trade and CIDA in formulating Canadian 
policies related to Bank issues. Len Good, the President of CIDA, is Canada’s 
Alternate Governor for the World Bank. 


Governors have delegated decision making for a wide variety of day-to-day 
operational, policy and administrative matters to the Bank’s Executive Board. 
The Executive Board formally approves all loans, credits, projects and 

World Bank policies, discusses CASs and provides strategic advice to Bank 
management as appropriate. Of 24 Executive Directors on the Board, 12 are 
from developing and transition countries and 12 from developed countries. 
Terrie O’Leary, who was elected Executive Director in October 1998, 
represents Canada and 12 other countries (Ireland and 11 Caribbean 
countries) at the Executive Board. One of the important functions of the 
Executive Director in 2001 was her oversight of the Bank’s staffing policy 
through her membership on the Board of Directors’ Personnel Committee. 


Canada’s Office at the World Bank 


In 2001 the Canadian Executive Director’s office continued to support the 
activities of Canadian businesses seeking opportunities with the Bank. One 
of the key roles of the office is to provide advice and assistance to Canadian 
individuals and businesses on doing business with the Bank. The Executive 
Director’s office helped introduce roughly 1,000 Canadian businesses to 
such opportunities through seminars and workshops held across the country 
and by organizing direct contacts in Washington. Beyond its formal work, the 
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office provides a valuable bridge between the Bank and Canadian 
constituents — individuals, NGOs, federal and provincial agencies, 
associations, the academic community and parliamentarians, among others. 


In addition to the Canadian Executive Director’s office, the Canadian Embassy 
in Washington has established an Office for Liaison With International Financial 
Institutions that can advise Canadians on how to participate in Bank-financed 
projects. The office can be reached at (202) 682-7719. 


Another point of contact for Canadian businesses is the Bank’s Business 
World Web page at http://www.worldbank.org/business/. Canadian firms, 
organizations and institutions that are interested in pursuing opportunities 
created by Bank-financed projects should consult the Bank’s Web site on a 
regular basis. 


Organization of the Office 


The Executive Director is supported in her daily work by a Caribbean 
Alternate Executive Director, three senior advisors (two Canadian and one 
Irish), three advisors (two Canadian and one Caribbean) and three locally 
hired administrative staff. The office works closely with the Canadian 
government — not only with the Department of Finance, but also with CIDA 
and the Department of Foreign Affairs and International Trade. The 
Department of Finance co-ordinates Canada’s policy advice and channels it 
to the Executive Director, and through her to World Bank management. 


Structure of the Executive Director’s Office: 


Executive Director Terrie O’Leary 


Caribbean Alternate Executive 
Director Sharon Weber 


Canadian Senior Advisor Grant Cameron 

Canadian Senior Advisor Francois Pagé 

Irish Senior Advisor Donal Cahalane 

Canadian Advisor lan Wright 

Canadian Advisor Hieu Tom Bui 

Caribbean Advisor Barrington O’Neil Bryce 
Executive Assistant Deborah Wooldridge 

Program Assistant Monica Morris 

Team Assistant Danielle Pierre 

Phone/fax (202) 458-0082/(202) 477-4155 


Address MC-12-175, 1818 H St. N.W., 
Washington, DC 20433, USA 
toleary@worldbank.org 
dwooldridge@worldbank.org 
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Canadian Procurement at the World Bank 


Canadian firms benefit from Canada’s World Bank membership by accessing 
procurement opportunities under World Bank-financed loans. Canadian 
expertise in the power, environmental, engineering, human resources, health, 
education, telecommunications, financial and transportation sectors has led to 
procurement opportunities for Canadian firms for developing country projects 
around the globe. In FY 2001 Canadian companies provided US$120 million 
in goods and services under Bank-funded projects. Consulting fees 
represented more than half of this amount. Canadian companies were most 
active in Bank-financed projects in the transportation sector, with Systec 
Instrument Canada, LEA International and Tecsult International providing 
goods and services. Canadian firms with environmental expertise, such as 
Lomex International, Cowater International, Groupe Progestic, Wardrop 
Engineering and others, were also very active in FY 2001. Tecsult International 
and Canam Pipe & Supply were also active in Bank-financed projects in the 
mining sector. KPMG Consultants, The Governance Network and Cowater 
International are involved in the implementation of a public sector 
modernization project in Jamaica. Gowlings Consulting Inc. was awarded a 
contract under a component of the Bank’s Legal and Judicial Reform Project 
to work on institution building, training and enhancing the legislative 
framework pertaining to alternative dispute resolution. Canadian research 
centres have also benefited from Bank-financed contracts. The Canadian 
Centre of Disability Studies was awarded a US$226,000 contract to conduct 
a study in eight countries on disability and development. 


The outstanding Canadian success story for 2001 was Montréal-based 
Tecsult International. Tecsult won seven contracts in the mining, forestry, 
transportation and environment sectors, with the total volume of business 
generated by these contracts exceeding US$11 million. Like many other 
Canadian companies, Tecsult’s bids are often made in partnership with 
companies based in other countries. Thus, the actual number of Bank 
contracts that benefit Canadian suppliers and consultants is understated 
in the Bank’s reporting on procurement. 


Trust Fund Activities 


Consultant trust funds, financed by CIDA and administered by the Bank, 

are a significant source of funds for identifying and preparing Bank projects, 
programs or analytical work focused on poverty reduction. These trust funds 
are intended to support the participation of Canadian consultants with limited 
prior involvement in activities funded by the Bank. In June 1995 CIDA 
concluded an agreement with the Bank that governs all of its trust fund 
arrangements with the Bank, World Bank Institute and Global Environment 
Facility. CIDA has established specific trust funds for persistent organic 
pollutants (C$20 million), the Prototype Carbon Fund (US$10 million), the 
Public-Private Infrastructure Advisory Facility (C$500,000) and the Cities 
Alliance (C$800,000). CIDA has established a separate C$5-million trust fund 
with the World Bank Institute that enables the organization to engage 
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Canadian expertise in the preparation and delivery of its training programs in 
countries eligible for Canadian Official Development Assistance. Allocations 
are made annually to five or six World Bank Institute programs, based on their 
compatibility with Canadian development assistance priorities. 


For further information on Canadian trust funds, contact Stéphane 
Charbonneau, Commercial Counsellor at the Canadian Embassy in 
Washington (phone [202] 682-7719; fax [202] 682-7789) and Francois Pagé, 
Senior Advisor at the Executive Director's office (phone [202] 458-0082; 

fax [202] 477-4155). 


International Finance Corporation 


The IFC, created in 1956, supplements the activities of the IBRD and IDA 

by providing financing on commercial terms for productive private sector 
enterprises that lack access to private capital markets. The institution is the 
largest multilateral source of loan and equity financing for the private sector 
in the developing world. Through its co-financing arrangements, it leverages 
over five dollars of finance for every dollar it provides. By investing alongside 
the IFC, as Canadian financial institutions have done since the mid-1990s 
through their participation in the IFC loan syndication program, investors gain 
valuable access to potential new customers, attain a high-yielding asset and, 
given the IFC’s good relations with developing country governments, benefit 
from a degree of implicit political risk coverage. 


In FY 2001 the IFC approved financing commitments of US$3.9 billion 

for 205 projects in the developing world. Of this amount, US$1.2 billion 
was mobilized through loan syndications. Of the US$2.7 billion of the IFC’s 
own financing, US$1.5 billion was provided in the form of loan guarantees, 
US$570 million was provided in the form of other types of guarantees 

and risk management products, US$386 million was provided as equity 
investments and US$251 million was provided as quasi-equity investments. 


While the bulk of the IFC’s financing is provided to middle-income countries, 
the institution is increasingly targeting frontier markets (countries, Such as 
those in Africa, traditionally of little interest to private investors). In FY 2001 
the IFC increased the share of its activities in such higher-risk markets 

to 40 per cent of its overall activities. Of this, new financing commitments 
to Sub-Saharan Africa increased to US$642 million from US$345 million 

in FY 2000, with a strong increase in loan syndications and guarantees. 
The committed portfolio to this region also rose to US$1.8 billion from 
US$1.5 billion in FY 2000. In total, the IFC finances nearly 10 per cent of all 
private investment in Africa. Canada supports this stronger focus on frontier 
markets, while recognizing the difficulties from higher business costs and 
financial risks. 


Canada maintains a 3.4-per-cent share of IFC capital. It has paid-in 
US$81.3 million to the IFC’s capital stock. Given the risks associated with its 
financial operations, all of the IFC’s authorized capital is paid-in. 
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Canada’s Financial Participation in the IFC 
Subscriptions Voting Power 
Total Per cent of total Number of votes Per cent of total 
US$81.3 million 3.45 81,592 3.39 


a 


Multilateral Investment Guarantee Agency 


MIGA was created in 1988 to encourage foreign investment in developing 
countries by providing viable investment insurance against non-commercial 
risks (e.g., expropriation, transfer restrictions, breach of contract, and war 
and civil disturbance), thereby improving or creating investment opportunities. 
MIGA’s Canadian clients include Barrick Gold, Hydro-Québec International 
and The Bank of Nova Scotia. 


In FY 2001 MIGA approved 66 guarantees totalling US$2 billion for 

46 projects in 26 developing countries. MIGA estimates that its guarantees 
facilitated US$5.2 billion in foreign direct investment. Of this total, 18 projects 
worth US$396 million were approved for IDA countries, consistent with MIGA’s 
objective of focusing more of its activities in poorer countries. During FY 2001 
MIGA also increased its support for investors from developing countries — 

it signed 12 contracts for 8 projects involving sponsors from the developing 
world. MIGA also provides technical assistance services to developing 
countries. In FY 2001 it offered 59 technical assistance or advisory programs 
that benefited 38 countries, of which 20 were IDA-eligible (including 

8 in Africa). 


On March 31, 1998, MIGA’s Board of Directors agreed on a general 

capital increase of US$850 million. At the end of FY 2001, 51 countries had 
subscribed a total of US$330 million, of which US$279 million was in cash 
and the remainder in callable capital. Canada contributed to its share of the 
capital increase in March 2001. Therefore, as of June 30, 2001, Canada held 
5,225 shares, with a paid-in portion of US$10.7 million, and had increased 
its callable portion by US$20.1 million. Canada’s voting share in MIGA 
increased slightly to 3.4 per cent. 


Canada’s Financial Participation in MIGA 


Subscriptions Voting Power 


Total Per cent of total Number of votes’. Per cent of total 


US$56.5 million 3.45 81,592 3.39 


Of which paid-in 10.7 
Of which callable 45.8 
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Future Challenges 


That millions of the world’s poorest are unable to share in the benefits of 
globalization is both an economic and moral issue, and has made development 
a prominent theme of G-8 meetings and of policy discussions in other 
multilateral fora (e.g., in the UN system, regional summits and World Trade 
Organization negotiations). Development in general, and support for Africa in 
particular, will be the dominant theme of the G-8 Summit in Canada in 2002. 


Effective use of scarce resources is central to international discussions 

of development issues. At the International Conference on Financing for 
Development in March 2002, developed and developing country leaders 
agreed that more must be done to channel resources in support of 
development and that, for their part, developing countries have a responsibility 
to ensure that these resources are used effectively. Donors, conscious of the 
uneven results of decades of Official Development Assistance, want to ensure 
that scarce assistance resources produce quantifiable results. This requires 
stronger efforts by developing countries to create sound policy and 
institutional environments. The Bank, as the world’s largest provider of 
development financing, will play a crucial role in providing advisory and 
financial assistance to countries to help strengthen their economic, social 

and governance policies. 


Recognizing the importance of country-owned development strategies, the 
major challenge for the future will be to orient the Bank’s operations towards 
those clients that have strong economic and governance frameworks in 
place and to help convince countries with weak policy frameworks of the need 
to alter their policies. The Bank’s central role, however, will remain supporting 
development programs that reduce poverty across and within countries. 

As the Bank moves increasingly to support nationally owned development 
strategies, its key challenge will be to work with developing country 
governments and civil society to ensure that there is sufficient capacity on 
the ground to develop and implement these strategies. The Bank will also 
have to work increasingly with other partners, both multilateral and bilateral, 
on the basis of their comparative institutional strengths, to improve the quality 
and effectiveness of development assistance within individual countries. 


While the Bank has made significant progress in improving the development 
impact of its operations, it is clear that more needs to be done to strengthen 
its monitoring of the results and sustainability of its lending and advisory work. 
Canada will continue to stress the importance of results-based indicators. 
Moreover, without careful attention to the unique needs of individual countries, 
the Bank will be unable to meet its objectives of improving the quality of its 
operations and strengthening its development impact. The Bank will also have 
to strengthen its development co-operation partnerships with bilateral 

donors and international organizations, and especially with UN agencies, 

as it becomes increasingly involved in the global public goods agenda. 


Thus, establishing clear development priorities and being more selective in 
its operations will be key to future Success. Canada will continue to stress the 
need for the Bank to be much more selective and transparent in 


its operations. 
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JOINT ISSUES 


Overview 


The IMF and the World Bank are important institutions for Canada, 

each playing a unique role in the international economic and financial 
system. Nevertheless, there are key areas where the mandates of the 

two Bretton Woods institutions overlap, or where there is a requirement for 
close co-operation and co-ordination of activities. Indeed, at the Halifax 
Summit in 1995 G-7 leaders asked that efforts be made to increase 
co-operation and co-ordination between the IMF and the World Bank. The 
heads of both institutions have put considerable effort into fulfilling that 
objective. Two particular examples — the joint preparation of a proposed 
program of assistance for HIPCs and co-operation on addressing financial 
sector reform — are examined below. In 1999, given the global community’s 
recognition of the importance of country ownership to the development 
process in general and of the need to ensure that HIPC debt relief is translated 
into poverty-reducing social expenditures in particular, the Bank and Fund 
became active in assisting poor countries draft and implement PRSPs. In 
2002 both institutions are undertaking a comprehensive review of the PRSP 
process (which is summarized below). 


Both the IMF and the World Bank were actively involved with the United Nations 
and governments in the process of planning the United Nations International 
Conference on Financing for Development, held in Monterrey, Mexico, from 
March 18-22, 2002. Details are provided in a separate section below. 


Strengthening Financial Sectors 


Problems in the financial sector, especially the banking system, can disrupt 
growth and macroeconomic stability and can spill over regionally and 
internationally, as highlighted by the emerging market financial crises of the 
late 1990s. In response to concerns about such problems, the IMF and World 
Bank are devoting increasing attention to financial sector issues. Discussions 
in both institutions in the past couple of years have focused on how they can 
assist member countries to establish and maintain sound financial systems. 


The special Financial Sector Liaison Committee, composed of senior staff 
from the IMF and the World Bank, helps ensure effective collaboration 
between the two institutions on financial sector issues and enhance 
operational co-ordination on work in the financial sector in individual countries. 


To help identify and evaluate vulnerabilities in financial systems, and assess 
observance of core principles, standards and good practices by member 
countries, the IMF and World Bank introduced the joint Financial Sector 
Assessment Program (FSAP) on a one-year pilot basis in May 1999. All 

12 FSAP pilot missions were completed by April 2000. After a review of the 
experience with the FSAP pilot, the IMF and World Bank agreed to extend the 
FSAP and expand the coverage to up to 24 countries per year. By the end 

of 2001, 26 FSAPs had been completed and an additional 44 countries had 
committed to participate in the program. 
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Information on financial system standards assessed under the FSAP is 

used to support Fund surveillance through the Financial System Stability 
Assessments (FSSAs), which are provided to the Executive Board as 
background to the Article lV consultation process. The summary assessments 
of standards contained in FSSAs become the Reports on the Observance 

of Standards and Codes modules. 


The FSSAs include a form of “peer review” in that they are prepared with 

the participation of outside experts drawn from national supervisory agencies. 
This represents the operationalization of Canada’s financial sector peer review 
proposal made at the IMF meetings in April 1998. 


Canada was the first industrialized country to undergo an FSSA. IMF 
and World Bank staff members and outside specialists from Australia, 
Brazil, Germany, Sweden and the United States conducted a pilot 
review of Canada’s financial system in October 1999. The results of the 
peer review were released in the staff report for the 2000 Article IV 
consultation with Canada. Overall, the assessment found Canada’s 
financial system to be among the soundest in the world 

(see http://www.imf.org/external/pubs/cat/longres.cfm?sk=3420.0). 


The international financial institutions’ mandate to strengthen financial 
systems, promote good governance and fight corruption encompasses 

the enhancement of a country’s capacity to combat money laundering and 
financial abuse. At the Prague IMF/World Bank Annual Meetings in 2000, the 
International Monetary and Financial Committee recognized that the Fund has 
to play its role as part of international efforts to protect the integrity of the 
international financial system against financial abuse, including through its 
efforts to promote sound financial sectors and good governance. It asked 

the Fund to explore how to incorporate work on financial abuse, particularly 
with respect to international efforts to fight money laundering, into its activities. 
It called on the Fund to prepare a joint paper with the World Bank on their 
respective roles in combatting money laundering and financial crime for 
discussion by their Boards. As a result, in April 2001 the Fund’s Executive 
Board agreed the IMF would take the following steps to enhance the 
international efforts to counter money laundering: 


e intensify its focus on anti-money laundering elements in all relevant 
supervisory principles, in particular by developing a methodology for 
enhancing the assessment of financial standards relevant to countering 
money laundering; 


e work more closely with major international anti-money laundering groups; 


e increase the provision of technical assistance in this area; 

e include anti-money laundering concerns in its surveillance and other 
operational activities when relevant to macroeconomic issues; and 

e undertake additional studies and publicize the importance of countries 
acting to protect themselves against money laundering. 
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The Fund and Bank have produced a draft methodology designed to 
enhance the assessment of financial standards relevant to countering money 
laundering, and the Fund assessments using this methodology on a pilot 
basis in some FSAPs have begun. In addition, the Fund and Bank have 
recognized the Financial Action Task Force 40 Recommendations as the 
appropriate international anti-money laundering standards and have agreed 

to adapt those Recommendations that are relevant to their mandates. As 
indicated earlier in the “Financial Sector Work” section, it was agreed following 
the events of September 11 that the Fund would extend its involvement 
beyond money laundering to efforts aimed at countering terrorist financing. 


Following the recommendation of the Financial Stability Forum, the IMF 

also agreed to carry out assessments of offshore financial centres (OFCs) 

to help them identify and reduce vulnerabilities in their financial systems. 

The IMF completed nine OFC assessments in 2001. To help provide technical 
assistance in the Caribbean region, the Fund, in close collaboration with 
Canada, established the Caribbean Regional Technical Assistance Centre 
(CARTAC), which became operational in September 2001. Canada is the 
largest single donor to CARTAC, which is designed to strengthen the region’s 
technical capability in financial sector regulation and supervision, tax 
administration and other areas. 


Multilateral Debt Relief 


In September 1996 the IMF and World Bank launched the Heavily Indebted 
Poor Countries Initiative (HIPC Initiative) to reduce the unsustainable debt 
burdens of the world’s poorest countries. After a review of the HIPC Initiative 

in 1999, anumber of modifications were approved to provide faster, deeper 
and broader debt relief and to strengthen the links between debt relief, poverty 
reduction and social policies. Currently 42 countries are being considered 

for assistance under the HIPC Initiative. Of these, it is likely that 38, including 
Guyana — a member of Canada’s constituency at the Bank — will benefit 

from the initiative. 


Good progress has been made: as of the end of December 2001, 

24 countries were benefiting from debt relief under the HIPC Initiative. 

Four of these countries (Bolivia, Mozambique, Tanzania and Uganda) have 
completed the HIPC process and received irrevocable debt relief. By the time 
these 24 countries complete the HIPC process, their total debt stocks will 
be cut by more than half, from US$54 billion, in net present value terms, 

to US$21 billion. On average, the debt service due in 2001-08 is roughly 

30 per cent less than the amount paid before HIPC debt relief. In 2002 social 
expenditures are expected to increase by an average of 40 per cent 

from 1999 levels, with savings on debt relief accounting for a sizable 
proportion of this increase. 


With the relatively stronger HIPC cases making good progress, further 
progress on the overall initiative will require closer examination of how best to 
bring the eight conflict-affected HIPC countries! to the decision point, or into 


13 Burundi, Central African Republic, Congo (Democratic Republic of), Congo (Republic of), 
Liberia, Sierra Leone, Somalia and Sudan. 
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the process. Their special circumstances could merit flexible treatment. 
Canada, for example, has expressed its willingness to consider, on a 
case-by-case basis, a relaxation of the time frame normally required for the 
completion of reforms. However, many countries emerging from conflict have 
serious governance problems that could undermine assistance efforts; these 
governance issues will need to be addressed before the international 
community can engage meaningfully with them. 


Maintaining long-term debt sustainability in HIPCs will also be a challenge, 
given the global economic slowdown and the impact of the terrorist attacks 
on September 11. The economic weakness of many HIPCs leaves them 
vulnerable to exogenous shocks, such as a fall in primary commodities’ prices, 
which could alter their debt sustainability prognosis. At the November 2001 
meeting of the Development Committee in Ottawa, Bank and Fund Governors 
agreed that, where warranted and on an exceptional basis, additional debt 
relief could be provided at the completion point in order to ensure a lasting exit 
from debt problems. Canada was a strong supporter of these measures. 


Canada’s Actions in Support of the HIPC Initiative 


Canada has been at the forefront of international efforts for a swift and 
decisive approach to the debt burdens of the world’s poorest countries, both 
multilaterally and bilaterally. Multilaterally, Canada has consistently advanced 
the debt relief agenda by: 


m leading efforts in the G-7 for the enhanced HIPC debt initiative 
(announced in September 1999); 

m contributing C$215 million to the debt relief trust funds at the IMF 
(C$65 million) and World Bank (C$150 million) to ensure timely debt relief 
for deserving countries; 

m calling on all bilateral creditors to put in place a moratorium on debt 
payments from reforming HIPCs; and 

wm calling for flexibility in linking HIPC debt relief to the PRSP process to avoid 
delaying debt relief to deserving countries. 


Bilaterally, Canada is helping the poorest countries by: 

m as of January 1, 2001, introducing a debt moratorium stopping the 
collection of debt payments from 11 reforming HIPCs on loans 
outstanding as of March 31, 1999; 

mw forgiving C$1.3 billion in Official Development Assistance (ODA) debt to 
46 developing countries since 1978, including all of its ODA debt to 
22 HIPCs, at a cost of C$900 million; of the HIPCs, only Myanmar 
(formerly Burma) currently has ODA debt to Canada; and 


m providing development assistance since 1986 on a grant basis so as to 
avoid worsening the debt problems in the poorest countries. 
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Poverty Reduction Strategy Paper Review 


A key element of the HIPC process is the commitment of recipients to 
channel the resources freed by debt relief to support poverty reduction. 
Country-owned PRSPs have helped provide a strategic framework to 
do so. By the end of December 2001, 41 countries had prepared interim 
strategies and 8 had completed their first full PRSP. 


However, it is clear that the PRSP process is not perfect — a wide variation in 
quality exists. Canada, other donors and NGOs alike have noted the trade-off 
between the time needed to produce a quality PRSP and the promise under 
the enhanced HIPC debt initiative of “faster” debt relief (e.g., some HIPCs are 
experiencing delays in preparing full PRSPs, which will delay the completion 
point). The Bank and Fund are undertaking a comprehensive review of the 
PRSP process with a view to making it a more effective development tool. 


As part of this review, the Bank and Fund jointly hosted an international 
conference in January 2002. The key conclusions of the conference will be 
presented to Bank and Fund Governors at the International Monetary and 
Financial Committee and Develooment Committee meetings in April 2002. 
Discussion focused on process (particularly mainstreaming country 
ownership, ensuring meaningful participatory processes take place, 

and the perceived tension between speed of preparation and the quality 
of the strategy), content (including the expected scope of the PRSP) and 
implementation (including appropriate monitoring and evaluation, 

the frequency of progress reports and updates, and alignment of donor 
strategies with the priorities outlined in the PRSPs). 


Leading up to the January conference, the Bank and Fund organized 

four regional PRSP forums in the fall of 2001 to feed into the review process. 
These fora provided those from the developing world involved with an 
important vehicle for sharing experiences and expressing concerns about the 
PRSP process. PRSP review consultations were also undertaken with 
developed country governments, including Canada, and NGOs. The inclusion 
of this broad range of stakeholders in the review process allowed for an 
atmosphere of openness that greatly enriched the debate. 
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Monterrey Conference on Financing for Development 


The International Conference on Financing for Development, hosted by 
Mexico in Monterrey from March 18-22, 2002, was attended by over 

180 countries, with representation by over 60 heads of government or state, 
including Prime Minister Jean Chrétien. The heads of the World Bank, 

IMF and other international institutions, as well as representatives of civil 
society and the private sector, also participated. The conference resulted in 
the adoption of the “Monterrey Consensus” by participating governments, 

a document that embodies a new development compact among developed 
and developing countries. 


The cornerstone of this compact is that developing countries should strive for 
good governance, sound economic policies and market-oriented economies 
in order to attract investment and aid resources and use them effectively. 

The Consensus also calls for increased co-operation among all the major 
international institutions — the World Bank, IMF, World Trade Organization 

and United Nations. 


The Consensus asserts that Official Development Assistance and other 
resources must increase substantially if internationally agreed development 
goals, including those in the Millennium Declaration, are to be met. It notes 
that in many cases trade is the single most important source of development 
financing, and it reaffirms the commitment of all countries to trade 
liberalization. It also recognizes the value of exploring innovative sources of 
financing and putting in place a clear set of principles for the management and 
resolution of financial crises based on public/private burden sharing. Finally, 

it recognizes an urgent need to enhance the coherence, governance and 
consistency of the international monetary, financial and trading systems. While 
the Consensus has been criticized by some for being short on concrete 
commitments, in the run-up to the Monterrey conference some developed 
countries committed to increase their development assistance for developing 
countries that can use it effectively. 
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ANNEX 1 
Active IMF Lending Arrangements - As of December 31, 2001 

Date of Expiration Amount Undrawn 
Member arrangement date approved balance 

(in SDR millions) 
Stand-By Arrangements - Total 45,573.70 20,134.28 
Argentina’! March 10, 2000 March 9, 2003 16,936.80 7,180.49 
Brazil’ September 14, 2001 December 13,2002 12,144.40 8,468.82 
Croatia March 19, 2001 May 18, 2002 200.00 200.00 
Gabon October 23, 2000 April 22, 2002 92.58 79.36 
Latvia April 20, 2001 December 19, 2002 33.00 33.00 
Lithuania August 30, 2001 March 29, 2003 86.52 86.52 
Panama June 30, 2000 March 29, 2002 64.00 64.00 
Peru March 12, 2001 March 11, 2002 128.00 128.00 
Romania October 31, 2001 April 29, 2003 300.00 248.00 
Sri Lanka April 20, 2001 June 19, 2002 200.00 96.65 
Turkey! December 22,1999 December 21,2002 15,038.40 3,299.44 
Uruguay May 31, 2000 March 31, 2002 150.00 150.00 
Yugoslavia, Fed. Rep. June 11, 2001 March 31, 2002 200.00 100.00 
Extended Fund Facility arrangements -— Total 7,971.93 5,551.14 
Columbia December 20, 1999 December 19, 2002 1,957.00 1,957.00 
Indonesia February 4, 2000 December 31, 2002 3,638.00 2,477.20 
Jordan April 15, 1999 April 14, 2002 127.88 60.89 
Kazakhstan December 13, 1999 December 12, 2002 329.10 329.10 
Ukraine September 4, 1998 August 15, 2002 1,919.95 726.95 
' Includes amounts under the Supplemental Reserve Facility. 
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Active IMF Lending Arrangements — As of December 31, 2001 (cont’d) 


Member 


Date of 
arrangement 


Expiration 
date 


Poverty Reduction and Growth Facility arrangements — Total 


Armenia 

Azerbaijan 

Benin 

Bolivia 

Burkina Faso 

Cambodia 

Cameroon 

Central African 
Republic 

Chad 

Djibouti 

Ethiopia 

Georgia 

Ghana 

Guinea 

Guinea-Bissau 

Honduras 

Kenya 

Kyrgyz Republic 


Lao People’s Dem. 


Republic 
Lesotho 
Madagascar 
Malawi 
Mali 
Mauritania 
Moldova 
Mongolia 
Mozambique 
Nicaragua 
Niger 
Pakistan 
Rwanda 
Sao Tomé and 

Principe 
Senegal 
Sierra Leone 
Tanzania 
Vietnam 
Zambia 
Total 


May 23, 2001 

July 6, 2001 

July 17, 2000 
September 18, 1998 
September 10, 1999 
October 22, 1999 
December 21, 2000 


July 20, 1998 
January 7, 2000 
October 18, 1999 
March 22, 2001 
January 12, 2001 
May 3, 1999 

May 2, 2001 
December 15, 2000 
March 26, 1999 
August 4, 2000 
December 6, 2001 


April 25, 2001 
March 9, 2001 
March 1, 2001 
December 21, 2000 
August 6, 1999 
July 21, 1999 
December 21, 2000 
September 28, 2001 
June 28, 1999 
March 18, 1998 
December 22, 2000 
December 6, 2001 
June 24, 1998 


April 28, 2000 

April 20, 1998 
September 26, 2001 
April 4, 2000 

April 13, 2001 
March 25, 1999 


May 22, 2004 

July 5, 2004 

July 16, 2003 

June 7, 2002 
September 9, 2002 
October 21, 2002 
December 20, 2003 


January 19, 2002 
January 6, 2003 
October 17, 2002 
March 21, 2004 
January 11, 2004 
May 2, 2002 

May 1, 2004 
December 14, 2003 
December 31, 2002 
August 3, 2003 
December 5, 2004 


April 24, 2004 
March 8, 2004 
February 29, 2004 
December 20, 2003 
August 5, 2003 
July 20, 2002 
December 20, 2003 
September 27, 2004 
June 27, 2002 
March 17, 2002 
December 21, 2003 
December 5, 2004 
April 30, 2002 


April 27, 2003 

April 19, 2002 
September 25, 2004 
April 3, 2003 

April 12, 2004 
March 28, 2003 


Amount 
approved 


Undrawn 
balance 


(in SDR millions) 


4,257.62 
69.00 
80.45 
27.00 

100.96 
39112 
58.50 

111.42 


49.44 
42.00 
19.08 
86.90 
108.00 
228.80 
64.26 
14.20 
156.75 
190.00 
73.40 


31.70 
24.50 
79.43 
45.11 
51.32 
42.49 
110.88 
28.49 
87.20 
148.96 
59.20 
1,033.70 
71.40 


6.66 
107.01 
130.84 
135.00 
290.00 
254.45 

57,803.25 


2,781.97 
59.00 
72.40 
5 ae 
37.10 
ATS Ae, 
25.07 
79.58 


24.96 
18.20 
10.00 
52.14 
81.00 
105.17 
51.41 
9.12 
48.45 
156.40 
61.68 


Atal 
17.50 
56.74 
38.67 
19.65 
12.14 
92.40 
24.42 
25.20 
33.64 
42.28 
947.54 
9.52 


4.76 
19.54 
84.00 
55.00 

207.20 
149.63 
28,467.39 
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ANNEX 2 


IBRD Loans and IDA Credits — 
Fiscal Year 2001 (July 1, 2000 - June 30, 2001) 


IBRD 

Amount 
By area 
Africa 0.0 
East Asia/Pacific 1,136.1 
Europe and Central Asia 2,154.1 
Latin America and the Caribbean 4,806.7 
Middle East and North Africa Clete Wr 
South Asia 2,035.0 
Total 10,487.1 
By purpose 
Agriculture 674.0 
Economic policy 98.5 
Education 381.6 
Electric power and energy 732.0 
Environment 488.9 
Finance 1,800.2 
Health, nutrition and population 483.6 
Mining 18.0 
Multisector on 
Oil and gas - 
Private sector development 20.3 
Public sector management 1,904.5 
Social protection 8733 
Telecommunications 65.0 
Transportation 2,422.0 
Urban development 319.2 
Water supply and sanitation 201.0 
Total 10,487.1 


IDA 


Amount 
(in millions of US dollars) 


3,369.6 
997./ 
539.0 
493.4 
152.3 

i eas Be 


6,763.5 


782.9 
1,225.3 
412.5 
92.4 
27.0 
431.1 
564.2 
18.0 
45.0 
81.6 
487.0 
666.1 
799.2 
547.9 
230.3 
353.0 


6,763.5 


No. 


60 
24 
54 
50 
14 
24 


226 


Total 
Amount 


3,369.6 
2,133.8 
2,693.1 
5,300.1 

507.5 
3,246.5 


17,250.6 


1,456.9 
1,323.8 
794.1 
824.4 
515.9 
2,231.3 
1,047.8 
36.0 
50.1 
81.6 
507.3 
2,570.6 
1,672.5 
65.0 
2,969.9 
549.5 
554.0 


17,250.6 
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ANNEX 3 
IBRD Loans and IDA Credits to Developing Countries 
IBRD IDA Total 
No. Amount No. Amount No. Amount 


(in millions of US dollars) 


By fiscal year (July-June) 


Cumulative to 1968 549 11,418.1 116 1,831.8 665 13,249.9 
Total 1969-1973 374 8,917.8 273 3,931.6 647 12,849.4 
Total 1974-1978 666 24,372.3 376 7,947.4 1,042 92,510.0 
Total 1979-1983 (i 44,908.0 518 16,368.1 1,229 O1,2/76.1 
1983-1984 129 11,947.2 106 3,575.0 235 VDo2e2 
1984-1985 131 11,356.3 105 3,028.1 236 14,384.4 
1985-1986 131 13,178.8 97 3,139.9 228 16,318.7 
1986-1987 eA 14,188.2 108 3,485.8 235 17,674.0 
1987-1988 118 14,762.0 99 4,458.7 Za Wf 12322076 
1988-1989 Tg 16,433.2 106 4,933.6 225 21,366.8 
1989-1990 121 15,1 0oeh 101 5,522.0 222 20,7047 
1990-1991 126 16,392.2 103 6,293.3 229 22,685.5 
1991-1992 112 15,156.0 110 6,549.7 222 21,/705.7 
1992-1993 Vee 16,944.5 123 6,751.4 245 23,695.9 
1993-1994 124 14,243.9 104 6,592.1 228 20,836.0 
1994-1995 134 16,852.6 108 5,669.2 242 22,021.8 
1995-1996 129 14,656.0 V27, 6,864.0 256 21,520.0 
1996-1997 144 14,525.0 100 4,622.0 241 19,147.0 
1997-1998 151 21,086.2 135 7,507.8 286 28,594.0 
1998-1999 TS1e 22,1820 145 6,811.8 276 28,994.1 
1999-2000 97 10,918.6 126 4,357.6 223 15,276.2 
2000-2001 91 10,487.1 134 6,763.5 225 17,250.6 


Total 4,534 360,106.0 3,320 127,004.4 7,854 487,110.4 
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ANNEX 4 


Disbursements by IBRD and IDA Borrowers - 
Goods and Services From Canada - To June 30, 2001 


IBRD IDA Total 
Amount Amount Amount 
(in millions of US dollars) 


By calendar year 


Cumulative to December 1960 133.5 ~ 133°5 
1961 8.2 - 8.2 
1962 Su - hg 
1963 S05 7.4 13.0 
1964 LN 1.8 6.5 
1965 6.4 a 8.1 
1966 abe ope 16.9 
1967 | FS ee lap 27.9 
1968 6.3 7.8 14.1 
1969 4.4 sa Re. 15.4 
1970 7.6 ‘eo 8.9 
1971 ani 22 1 
1972 10:5 2u6 12.8 
1973 y eer! 6.1 175 
1974 1S 8.4 24.2 
1975 22,1 15.0 Oral 
1976 2 10.8 36.5 
1977 34.5 4.8 39.3 
1978 26.1 6.5 31.6 
1979 44.4 8.1 52.5 
1980 51.5 7.8 59.3 
1981 94.3 14.5 108.8 
1982 75.0 17.6 92.6 
1983 82.3 26.9 109.2 
1984 92.6 543 146.9 
1985 94.3 39.7 134.0 
1986 184.8 46.8 231.6 
1987 (January — June) 92.8 23.4 116.2 
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ANNEX 4 


Disbursements by IBRD and IDA Borrowers — 
Goods and Services From Canada - To June 30, 2001 (cont’d) 
IBRD IDA Total 
Amount Amount Amount 
(in millions of US dollars) 


By fiscal year 


1987 - 1988 182.1 47.4 229.5 
1988 - 1989 197.0 45.0 242.0 
1989 - 1990 164.0 41.0 205.0 
1990 - 1991 139.0 34.0 Wes) 
1991 - 1992 $3100 38.0 169.0 
1992 - 1993 151.0 41.0 192.0 
1993 - 1994 115.0 69.0 184.0 
1994 - 1995 123.0 48.0 T7HO 
1995 - 1996 169.0 56.0 22510) 
1996 — 1997 113.0 42.0 1550 
1997 - 1998 82.0 SEU 114.0 
1998 -— 1999 69.0 37.0 106.0 
1999 — 2000 73) 22.0 95.0 
2000 —- 2001 45.0 (570 60.0 
Total 2,878.0 886.0 3,765.0 
Per cent of total disbursements 2.36 1.84 Ziail 


Per cent of FY 2001 
disbursements 2.76 1.38 Zee 
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ANNEX 5 


IBRD Loans and IDA Cumulative Lending by Country - 


As of June 30, 2001 


IBRD loans IDA loans Total loans 
Amount Amount No. Amount 
(in millions of US dollars) 

Borrower or guarantor 
Afghanistan - 230.1 20 230.1 
Africa region 259.8 BOS 13 310.3 
Albania - 569.4 42 569.4 
Algeria 5,697.7 ~ 67 5,697.7 
Angola - 310.8 11 310.8 
Argentina 18,212.4 - 110 }§618 2424 
Armenia 12.0 644.8 24 656.8 
Australia 417.7 - "i 417.7 
Austria 106.4 - 9 106.4 
Azerbaijan ~ 461.6 16 461.6 
Bahamas 42.8 - o 42.8 
Bangladesh 46.1 9,592.4 170 9,638.5 
Barbados 118:3 - 12 118.3 
Belarus 192.8 - 4 192.8 
Belgium 76.0 - 4 76.0 
Belize 86.2 - 9 86.2 
Benin = 743.5 ey | 743.5 
Bhutan - 64.3 fe) 64.3 
Bolivia 299.3 1,669.2 78 1,968.5 
Bosnia and Herzegovina - 709.5 35 709.5 
Botswana 280.7 15.8 25 296.5 
Brazil 30,379.4 ~ 266 =. 30,379.4 
Bulgaria 1.53371 - 26 1,533.1 
Burkina Faso 1.9 1,063.9 53 1,065.8 
Burundi 4.8 788.5 51 793.3 
Cambodia - 430.1 16 430.1 
Cameroon 1,347.8 1,720.6 72 2,468.3 
Cape Verde - 154.4 15 154.4 
Caribbean region 83.0 43.0 6 126.0 
Central African Republic - 431.5 26 431.5 
Chad 39.5 fTiA2 40 811.4 
Chile 3,585.9 19.0 60 3,604.9 
China 25,566.3 9,946.7 234 35,513.0 
Colombia 10,017.1 19.5 160 10,036.6 
Comoros ~ 113.1 17 113.1 
Congo, Democratic Republic of 330.0 1,155 66 1,481.5 
Congo, Republic of 216.7 183.6 20 400.3 
Costa Rica 921.5 5.5 39 927.0 
Céte d'Ivoire 2,887.9 1,830.5 86 4,718.4 
Croatia 781.6 - 17 781.6 
Cyprus 418.8 ~ 30 418.8 
Czech Republic 776.0 - 3 776.0 
Denmark 85.0 - 3 85.0 
Djibouti - 100.6 13 100.6 
Dominica 3.4 14.1 4 17.1 
Dominican Republic 896.7 22.0 34 918.7 
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ANNEX 5 


IBRD Loans and IDA Cumulative Lending by Country — 
As of June 30, 2001 (cont’d) 


IBRD loans IDA loans Total loans 
Amount Amount No. Amount 


(in millions of US dollars) 


Eastern Africa region - 45.0 1 45.0 
Ecuador 2,656.3 36.9 74 2,693.2 
Egypt, Arab Republic of 4,497.5 1,984.0 104 6,481.5 
El Salvador 820.6 25.6 34 846.2 
Equatorial Guinea - 45.0 Se) 45.0 
Eritrea - 320.4 9 320.4 
Estonia 150.7 - 8 150.7 
Ethiopia 108.6 3,569.5 79 3,678.1 
Fiji 1529 - 12 152.9 
Finland 316.8 - 18 316.8 
France 250.0 - 1 250.0 
Gabon 227.0 - 14 Ze1 0 
Gambia - 228.2 26 228.2 
Georgia - 647.1 28 647.1 
Ghana 207.0 3,685.9 108 3,892.9 
Greece 490.8 - us 490.8 
Grenada 8.9 13.8 3 ea 
Guatemala 1,140.6 - 35 1,140.6 
Guinea VAP 1,148.2 aye Vi2eos 
Guinea-Bissau - 259.9 22 259.9 
Guyana 80.0 307.6 29 387.6 
Haiti 2.6 626.5 C¥é 629.1 
Honduras C Axa ea ks Si, 61 1,935.4 
Hungary 4,333.6 - 40 4,333.6 
Iceland 47.1 - 10 47.1 
India 28,797.4 27,548.11 424 + §6)34515 
Indonesia 27,340.1 1,397.6 294 M28%SRS 
lran, Islamic Republic of 2,290.1 - 41 2,290.1 
lraq 166;2 - 6 156.2 
lreland 152-0 - 8 152.5 
Israel 284.5 - 11 284.5 
Italy 399.6 - 8 399.6 
Jamaica 1,401.0 - 63 1,401.0 
Japan 862.9 - 31 862.9 
Jordan 2,036.7 85.3 67 PW PA®) 
Kazakhstan, Republic of 1,883.6 - 22 1,883.6 
Kenya 1;200:7 3.221,0 123 4,421.7 
Korea, Republic of 15,647.0 110.8 119°" 418) 7578 


Kyrgyz Republic - 606.4 24 606.4 
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ANNEX 5 


IBRD Loans and IDA Cumulative Lending by Country - 


As of June 30, 2001 (cont’d) 


IBRD loans IDA loans Total loans 
Amount Amount No. Amount 
(in millions of US dollars) 

Lao People’s Democratic Republic ~ Ol 29 Ot? 
Latvia 393.7 = 17 393.7 
Lebanon 940.1 - 18 940.1 
Lesotho 156:0 331.8 31 486.8 
Liberia 156.0 114.5 33 270.5 
Lithuania 448.4 - a hes) 448.4 
Luxembourg 12.0 - 1 12.0 
Macedonia, 

Former Yugoslav Repubic of 252.0 343.7 22 595.7 
Madagascar 32.9 2; Kew 84 2153.5 
Malawi 124.1 1,948.1 78 2,072.2 
Malaysia 4,150.6 ~ 87 4,150.6 
Maldives ~ 64.9 4 64.9 
Mali 1.9 1,451.8 63 1/453:7 
Malta (he - 1 TO 
Mauritania 146.0 614.2 49 760.2 
Mauritius 417.8 20.2 35 438.0 
Mexico 33,161.0 - 178. 83 16h) 
Moldova 302.8 156.0 16 458.8 
Mongolia - i Ue 14 rao dl 
Morocco 8,540.4 50.8 130 8,591.2 
Mozambique ~ 1,991.6 38 1,991.6 
Myanmar 33.4 804.0 33 837.4 
Nepal - 1,612.0 71 1,612.0 
Netherlands, The 244.0 - 8 244.0 
New Zealand 126.8 - 6 126.8 
Nicaragua 233.6 1,057.6 or 1,291.2 
Niger - 922.1 48 922.1 
Nigeria 6,248.2 {157.2 103 7,405.4 
Norway 145.0 - 6 145.0 
Organization of Eastern 
Caribbean States countries 10.4 eal 2 17,5 
Oman 157.1 - 11 13751 
Pakistan 6,614.2 5,842.4 194 12,456.7 
Panama 1,262.7 ~ 44 1,262.7 
Papua New Guinea 729.3 113.2 42 842.5 
Paraguay 807.9 45.5 42 853.4 
Peru 5,298.2 ~ 87 5,298.2 
Philippines 11,008.7 294.2 159 11,302.9 
Poland 5,284.8 - 36 5,284.8 
Portugal 1,338.8 - 32 1,338.8 
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ANNEX 5 


IBRD Loans and IDA Cumulative Lending by Country — 
As of June 30, 2001 (cont'd) 


IBRD loans IDA loans Total loans 
Amount Amount No. Amount 


(in millions of US dollars) 


Romania 5,438.4 - 64 5,438.4 
Russia 12,209.0 ~ 49 12,209.0 
Rwanda _ 1,048.0 53 1,048.0 
Samoa - 66.0 10 66.0 
Sao Tomé and Principe - 68.9 10 68.9 
Senegal 164.9 2, 11Gre 98 2,283.0 
Seychelles gO - 2 slen4 
Sierra Leone 18.7 472.2 28 490.9 
Singapore 181.3 - 14 181.3 
Slovak Republic 135.0 - 2 135.0 
Slovenia utero - 5 Lith 
Solomon Islands - 49.9 8 49.9 
Somalia - 492.1 39 492.1 
South Africa 287.8 ~ 12 287.8 
Spain 478.7 - 12 478.7 
Sri Lanka ZION 2850-7 88 2,564.4 
Saint Kitts and Nevis eS) 70) 2 22.6 
Saint Lucia 10.0 12.7 4 2euk 
Saint Vincent and the Grenadines 1.4 6.4 2 7.8 
Sudan 166.0 1,352.9 55 1,518.9 
Swaziland 104.8 (eas! 14 112.6 
Syrian Arab Republic 613.2 47.3 20 660.5 
Taiwan, Province of China 329.4 15.3 18 344.7 
Tajikistan - 261.3 14 261.a 
Tanzania 318.9 3,008.6 145 3,827.0 
Thailand 7,979.1 125-4 124 8,104.2 
Togo 20.0 FO30 42 iherevt) 
Tonga - one) 2 owls) 
Trinidad and Tobago 313.6 - 21 313.6 
Tunisia 4,701.6 74.6 119 4,776.2 
Turkey 16,567.9 iW Ashe) 141 16,746.4 
Turkmenistan 89.5 - 3 89.5 
Uganda 9.1 B.220/0 79 3,229.8 
Ukraine 2,892.5 - 19 2,892.5 
Uruguay 1,754.6 - 47 1,754.6 
Uzbekistan 463.0 = 10 463.0 
Vanuatu - 18.9 5 18.9 
Venezuela 3,328.4 - 40 3,328.4 
Vietnam - 3,269.4 31 3,269.4 
Western Africa region 6.1 61.9 5 68.0 
Yemen, Republic of - 1,918.1 122 1,918.1 
Yugoslavia, Federal Republic of 6,114.7 - 90 6,114.7 
Zambia 679.1 2,485.6 78 3,164.7 
Zimbabwe 983.2 661.9 36 1,645.1 


Bank-wide total 360,020.1 126,997.2 7,834 487,017.4 


BRETTON WOODS AND RELATED AGREEMENTS ACT — 2001 


ANNEX 6 


Projects Approved for IBRD and IDA Assistance in Fiscal Year 2001, 
by Country (July 1, 2000 - June 30, 2001) 


IBRD loans IDA loans Total loans 


Amount Amount No. 


Amount 


(in millions of US dollars) 


Borrower or guarantor 


Africa region - 5.0 | 
Albania = 28.0 3 
Algeria 41.7 “ 2 
Argentina 440.7 - 5 
Armenia - 61.4 D) 
Azerbaijan = 50.4 | 
Bangladesh - 279.6 5 
Barbados Te - 1 
Belarus = 22.6 1 
Belize 14.4 i 1 
Benin = 10.0 | 
Bolivia = 100.0 3 
Bosnia and Herzegovina - 124.3 ( 
Brazil 1,676.6 = 10 
Bulgaria 102.4 - 4 
Burkina Faso - 136,7 2 
Burundi - 47.5 2 
Cambodia - 45.0 1 
Cameroon - of .0 1 
Cape Verde - 5:6 1 
Chad - 67.0 1 
China 787.5 - 7 
Colombia 185.5 - 2 
Comoros - 11.4 1 
Croatia 18.9 - 4 
Djibouti - 10.0 1 
Dominican Republic 28.4 - 2 
Ecuador 32.0 ~ 1 
Egypt, Arab Republic of 50.0 - 1 
Eritrea - 170.0 3 
Ethiopia - 666.8 i 
Gambia - 15.0 1 
Georgia - 89.9 4 
Ghana - 141.0 2 
Grenada a4 5.0 1 
Guatemala 82.5 - 2 
Honduras - 206.2 5 
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ANNEX 6 


Projects Approved for IBRD and IDA Assistance in Fiscal Year 2001, 
by Country (July 1, 2000 — June 30, 2001) (cont’d) 


IBRD loans IDA loans Total loans 
Amount Amount No. Amount 


(in millions of US dollars) 


India 2035.0 520.3 12 285513 
Indonesia 283.8 209.4 4 493.2 
Jamaica 75.0 — i 75.0 
Jordan 120.0 - 1 120.0 
Kazakhstan, Republic of 64.5 - 1 64.5 
Kenya - 350.2 3] 350.2 
Kyrgyz Republic - (Pa) 3 72.0 
Lao People’s Democratic Republic - 41.7 2 ate? 
Latvia 38.4 ~ 2 38.4 
Lebanon 20.0 - 1 20.0 
Lesotho - 28.6 1 28.6 
Lithuania 98.5 - 1 98.5 
Macedonia, Former Yugoslav 

Republic of 46.5 49.9 5 96.4 
Madagascar - 267.6 2 267.6 
Malawi - 73.6 2 73.6 
Mali - 70.4 1 70.4 
Mauritania - 18.3 1 18.3 
Mexico 1,982.2 - 5 1,982.2 
Moldova ~ 10.0 1 10.0 
Mongolia ; - 64.0 2 64.0 
Morocco 97.6 - 2 97.6 
Mozambique _ 18.0 1 18.0 
Nicaragua - 182.2 5 182.2 
Niger - 95.2 2 95.2 
Nigeria - 174.3 2 174.3 
Pakistan - 374.3 3 374.3 
Peru 150.0 _ 2 150.0 
Philippines 64.8 - z 64.8 
Poland 154.5 - 3 154.5 
Romania 130.0 - 2 130.0 
Russia 397.5 - 5 397.5 
Rwanda - 118.6 3 118.6 
Samoa - 50 1 5.0 
Sao Tomé and Principe ~ 10.0 2 10.0 
Senegal - 255.0 3 209.0 
Sierra Leone - ines, 1 ASS 
Sri Lanka - S/.3 3 37.3 


BRETTON WooDs AND RELATED AGREEMENTS ACT — 2001 


ANNEX 6 


Projects Approved for IBRD and IDA Assistance in Fiscal Year 2001 ; 
by Country (July 1, 2000 - June 30, 2001) (cont’d) 


IBRD loans IDA loans Total loans 
Amount Amount No. Amount 


(in millions of US dollars) 


Tajikistan - om 1 53.1 
Tanzania ~ JED 8: 2 5.8 
Tunisia 75.9 ~ $ 15.9 
Turkey 1,027.8 ~ 2 1,027.8 
Uganda - 358.4 6 358.4 
Ukraine O26 - 2 R200 
Uruguay 6.0 - 1 6.0 
Uzbekistan ~ - - - 
Vanuatu - BS 1 oo 
Venezuela 30.0 - 1 30.0 
Vietnam - 629.1 4 629.1 
Western Africa region ~ 9.4 1 9.4 
Yemen, Republic of - 142.3 4 142.3 
Zambia - 99.5 3 99.5 


Bank-wide total 10,487.1 6,763.5 225 «6 17,250.6 
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BRETTON WooDS AND RELATED AGREEMENTS ACT—2002 


INTRODUCTION 


The Bretton Woods institutions—the International Monetary Fund (the IMF 

or the Fund) and the World Bank (the Bank)'—were founded at a conference 
held at Bretton Woods, New Hampshire, in 1944. The IMF was established 
to promote the smooth functioning of the international monetary system, 
encourage international trade and support high rates of sustainable economic 
growth. To achieve these goals, it exercises a surveillance function by 
monitoring members’ economic policies, provides policy advice and technical 
assistance, and extends short- and medium-term financial assistance 

to countries faced with balance of payments difficulties. 


The World Bank’s goal is to reduce poverty by raising living standards and 
promoting sustainable development in developing countries. As the premier 
development institution in the world, it provides a wide range of assistance to 
developing countries, including economic policy advice, and lending and 
technical assistance for projects that promote sustainable growth and an 
improved quality of life. 


Canada is the eighth largest member of the IMF (as measured by quotas), 
tied with China, after the six other Group of Seven (G-7) countries and 

Saudi Arabia. Along with China, Italy, Russia, India and Saudi Arabia, Canada 
is the sixth largest shareholder of the World Bank. On the Executive Boards 
of the two institutions, Canada represents Antigua and Barbuda, the 
Bahamas, Barbados, Belize, Dominica, Grenada, Ireland, Jamaica, Saint Kitts 
and Nevis, Saint Lucia, and Saint Vincent and the Grenadines. On the 

Bank’s Executive Board, Canada also represents Guyana. Canada’s formal 
participation in the two institutions is authorized under the Bretton Woods 
and Related Agreements Act. Section 18 of the Act states that: 


The Minister of Finance shall cause to be laid before Parliament, 

on or before March 31 next following the end of each calendar 
year or, if Parliament is not then sitting, on any of the first thirty days 
next thereafter that either House of Parliament is sitting, a report 
containing a general summary of operations under this Act and 
details of all those operations that directly affect Canada, including 
the resources and lending of the World Bank Group, the funds 
subscribed or contributed by Canada, borrowings in Canada 

and procurement of Canadian goods and services. 


This report has been prepared in accordance with this provision. The 
sections that follow review the activities and operations of first the IMF and 
then the Bank for the year 2002. A final section deals with issues common 
to both institutions. The annexes contain detailed numerical summaries of 
the year’s activities. 


TIn this document “World Bank” and “Bank” refer to the International Bank for Reconstruction 
and Development and the International Development Association. “World Bank Group” 
and “Bank Group” refer to the broader group of World Bank institutions that includes the 
International Finance Corporation and the Multilateral Investment Guarantee Agency, as well 
as the two institutions of the World Bank proper. For more details see the box on page 31. 
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Roles of the International Monetary Fund and World Bank 


International Monetary Fund World Bank 

mw Oversees the international = Provides support for poverty 
monetary system and reduction in developing 
oromotes international monetary countries through investments 
cooperation. in such areas as health 

= Promotes orderly exchange and education. 
rate relations among member a Promotes economic 
countries. development and structural 
financial support to members m Assists developing countries 
facing balance of payments through long-term financing 
difficulties. of development projects and 

mw Provides support for poverty programs. 
reduction through promotion m Provides special financial 
of economic stability. assistance to the poorest 

= Draws its financial resources developing countries through 
subscriptions of its members. Association. 


a Stimulates private enterprise 
development and private 
investment in developing 
countries primarily through 
its affiliates, the International 
Finance Corporation and 
the Multilateral Investment 
Guarantee Agency. 


m Enhances the flow of capital 
and technology for productive 
purposes to developing countries 
by providing investment 
insurance against non- 
commercial risks for investments 
in developing countries. 


mw Secures most of its financial 
resources by borrowing on 
international capital markets. 
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INTERNATIONAL MONETARY FUND 


Overview 


As a major trading nation, Canada benefits from a strong international 
monetary system that facilitates the free movement of goods, services and 
capital. The IMF promotes international financial stability and economic 
growth through the provision of policy advice and financial and technical 
assistance to countries experiencing unsustainable external imbalances and 
related economic difficulties. 


Benefits of Membership 


IMF membership provides a number of specific benefits: 


e The Minister of Finance is a Governor of the Fund and elects an Executive 
Director to its 24-member Executive Board. This representation allows 
Canada to have high-level influence on decisions taken by the IMF on 
specific country assistance programs and major policy issues affecting 
the world monetary and financial system. 


e The IMF, through its regular surveillance of the Canadian economy, provides 
Canada with an independent source of policy advice on macroeconomic 
policies and engages in regular dialogue on these policies with Canadian 
Officials at the Department of Finance, other government agencies and the 
Bank of Canada. 


e The efforts of the IMF to make sure that countries abide by their obligations, 
including those under Fund-supported programs, help ensure that 
they repay Canadian bilateral loans and use our bilateral development 
assistance effectively. 

e Canada earns a market rate of return on its financial position in the IMF. 

e Were Canada to experience severe balance of payments difficulties, 
it would have the right to draw on IMF financial assistance. 
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How the IMF Works 


The IMF works like a credit union. It has a large pool of liquid assets, or 
resources, comprising convertible national currencies, special drawing 
rights,! and other widely used international currencies provided by its 
members, which it makes available to help members finance temporary 
balance of payments problems. 


Members provide resources to the IMF in amounts determined by “quotas” 
reflecting each country’s relative importance in the world economy. 
A country’s quota in turn helps determine the amount of Fund resources that 
it may use should it experience economic difficulties. At the end of 2002 the 
total quota for the Fund’s 184 members was SDR 212.7 billion. 


A member country uses the general resources of the IMF by purchasing 
(drawing) other members’ currencies with an equivalent amount of its own 
currency. A member repurchases (repays) its own currency from the IMF with 
other members’ currencies over a specified period of time, with interest. 
In this way, a member country receives credit from other members. 


Members seeking financial assistance can draw on four “credit tranches,” 
each amounting to 25 per cent of their quota. For access to resources 
beyond the first credit tranche, the member and the IMF have to reach an 
agreement on a set of economic measures and reforms aimed at removing 
the source of the country’s balance of payments difficulty and creating the 
conditions necessary for sustainable non-inflationary growth. 


Depending on the prospective duration of the problem, these measures are 
agreed to as part of a Stand-By Arrangement, which typically lasts one to 
two years, or an Extended Fund Facility, which generally runs for three years. 
Short-term financing for balance of payments difficulties related to crises of 
market confidence is also available through the Supplemental Reserve 
Facility, created in December 1997. A precautionary line of defence is 
available through Contingent Credit Lines, established in April 1999, to 
countries that are pursuing sound policies but are nonetheless vulnerable 
to contagion. 


Members can also use financial facilities created for specific purposes, 
including the Compensatory Financing Facility, which provides financial 
support to members experiencing temporary export shortfalls or other 
unforeseen adverse external shocks. 


Concessional financing to low-income developing countries under the 
Poverty Reduction and Growth Facility (formerly the Enhanced Structural 
Adjustment Facility) is made available in the form of low-interest loans with 
extended maturity periods. 


| The special drawing right (SDR) is an international reserve asset created by the IMF 
and allocated periodically to its members as a supplement to their foreign currency and 
gold reserves. The SDR is also the standard unit of account for the IMF’s operations. 
It represents a weighted basket of four major currencies: the US dollar, the 
Japanese yen, the pound sterling and the euro. At the end of 2002 the exchange rate 
was SDR 1 = C$2.15. 
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Canada’s Priorities at the IMF 


Global Economic and Financial Stability 


Recent emerging market financial crises have underscored the need to 
strengthen the global financial architecture—the global institutions and rules 
that govern international economic and financial cooperation. Motivated 

by the increased role of private capital flows in the global economy and the 
lessons drawn from recent financial crises, the IMF has been engaged over 
the past several years in a process of reform. The reforms underway are 
aimed at making the Fund more effective in promoting greater financial 
Stability and helping countries benefit from the opportunities of global 
economic integration. 


In cooperation with its international partners, Canada has played an active role 
in identifying areas where reforms are required and taking steps to implement 

those reforms. To enhance the Fund's effectiveness, reforms have focused on 
six main areas: 


¢ improving transparency, accountability and openness: 

e strengthening surveillance and crisis prevention; 

e enhancing crisis resolution; 

¢ improving the effectiveness of IMF lending; 

¢ safeguarding the IMF’s cooperative nature; and 

e strengthening support for low-income countries. 

At its September 2002 meeting, the International Monetary and Financial 


Committee of the IMF welcomed the progress achieved over the 
past two years and supported continued work by the Fund in these areas. 


Looking forward, a key objective for Canada is to ensure that the Fund 
has the tools to promote international financial stability. To meet this objective, 
Canada supports: 
e strengthening surveillance to prevent crises through greater attention 
to financial vulnerabilities and increased transparency of information; 
¢ improving the institutional capacity of countries to support strong 
macroeconomic frameworks and more resilient financial systems; 


e enhancing crisis resolution; 
e improving IMF lending to promote economic reform; and 
e strengthening governance and accountability of the IMF and its members. 


Canada continues to place a high priority on strengthening support 
for low-income countries. The IMF plays a crucial role in supporting 
macroeconomic stability as a key tool for poverty reduction in the poorest 
countries and is integrating its efforts with those of the World Bank. 


The Fund’s involvement in the key areas outlined above, and Canada’s 
priorities related to these efforts, are described in more detail in the section 
entitled “Efforts to Promote International Financial Stability,” which follows 
the next section. 
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Economic and Financial Developments 
in Emerging Markets 


As in 2001, emerging market economies continued to be affected by 
uncertainties facing the global economy. However, some economies and 
regions fared worse than others in 2002. In particular, several Latin American 
countries experienced serious political and economic instability due to 

a combination of domestic factors, weak global demand and increased 
investor risk aversion. 


One of the countries facing the most serious challenges in 2002 was 
Argentina. Following the suspension of Argentina’s IMF program in late 2001, 
Argentina and the IMF engaged in negotiations in 2002 on the terms of a new 
program aimed at stabilizing Argentina’s financial situation and establishing the 
foundations for resuming growth. But this met with little success. Argentina 
went into arrears on its payments to the World Bank and the Inter-American 
Development Bank (IDB) in late 2002. Further, Argentina was in danger of not 
meeting commitments to the IMF. In January 2008, Argentina and the IMF 
negotiated a “transitional” agreement that allowed Argentina to roll over 

its payments due to the IMF from January to August 2003. Following the 
agreement with the IMF, Argentina cleared its arrears to the World Bank and 
the IDB, paving the way for new lending and the unfreezing of payments from 
old loans to the country. 


Argentina’s difficulties contributed to an economic crisis in neighbouring 
Uruguay, which received a total of US$2.8 billion in 2002 under a Stand-By 
Arrangement from the IMF. In Brazil, despite an apparent stabilization of the 
economy early in 2002, uncertainty over the outcome of presidential elections 
in October contributed to a weakening currency and increased credit risk 
beginning in April 2002. Amid growing market concerns over Brazil’s fiscal and 
external debt sustainability, the IMF approved a record US$30-billion Stand-By 
Arrangement in September 2002. Although the IMF program did not 
immediately lead to a restoration of investor confidence, financial market 
reaction began to stabilize following market-friendly comments made by 

Luiz Inacio “Lula” da Silva, who was ultimately elected President. By contrast, 
Mexico managed to remain relatively immune from the crises affecting its 

Latin American neighbours and recovered from its recession as economic 
prospects in the US, its main trading partner, improved somewhat in 2002. 


In Turkey, which received a US$16.3-billion Stand-By Arrangement in 
February 2002, macroeconomic developments were encouraging throughout 
most of the year. Despite some market instability triggered by earlier-than- 
expected elections in November, real gross domestic product (GDP) in 2002 
was estimated to have grown twice as fast as projected, while year-end 
inflation slowed to the lowest rate in two decades. However, Turkey’s high 
domestic debt left the economy highly vulnerable to sudden shifts in market 
confidence, a key issue in the final days of 2002. Doubts over the incoming 
government’s commitment to the IMF program added to concerns over the 
economic consequences of a possible war in Iraq. These developments 
contributed to higher short-term interest rates as well as a weakening in the 
Currency and in stock prices in early 2003. 
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East Asia enjoyed a strong rebound in growth in 2002, despite the dampening 
effect on tourism and on business and consumer confidence following the 
terrorist attack in Bali in October 2002. The region’s recovery was broadly 
based, underpinned by both strong external and domestic demand. There 
was a revival in exports, including in the high tech sector, as well as some 
recovery in export commodity prices. Intra-regional exports were particularly 
strong, most notably to China. In general, most emerging markets in East Asia 
proved to be resistant to spillovers from developments in Argentina and 
Turkey, whether in terms of bond spreads or international capital market 
access. Regional equity markets were also resilient and generally 
outperformed markets elsewhere in the world. 


In Russia real GDP growth was robust, reflecting prudent macroeconomic 
policies, increased capacity utilization, and a firming in world oil prices. 
Strong, albeit declining, balance of payments and fiscal surpluses enabled 
the government to repay more than US$1.8 billion to the IMF. 


IMF-Led Packages for Emerging Economies 


Contributions (in billions of US dollars) 


Donor Turkey Brazil Uruguay 

IMF 2S 30.0 2.8 

(% of quota) (2,050%) (750%) (694%) 

Type of program Supplemental Supplemental Two-year Stand-By 

and approval date Reserve Facility Reserve Facility, Arrangement/ 
(December 2000), 15-month Supplemental 
Three-Year Stand-By Stand-By Reserve Faciliy 
Arrangement Arrangement (augmented 
(February 2002)* (September 2002) in June and 

August 2002)** 
Other international iy Ava 
financial institutions 
Total 26.5 30.0 3.9 


* A three-year Stand-By Arrangement (SBA) worth US$4 billion was originally approved in 
December 1999 and was augmented by US$8 billion in May 2001. A Supplemental 
Reserve Facility loan worth US$7.4 billion was approved in December 2000. A new three-year 
SBA worth US$16.3 billion, which included US$4.2 billion remaining under the previous SBA 
as well as US$6.2 billion in Supplemental Reserve Facility repayments, was approved in 
February 2002. Net of these amounts, the new SBA was worth US$5.9 billion. 


**A two-year SBA worth US$781 million was approved by the IMF in March 2002 and | 
was augmented by US$1.5 billion in June 2002. Further augmentation of the program in 
August 2002 brought the total size of the IMF arrangement to US$2.8 billion. 
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Efforts to Promote International Financial Stability 


Improving Transparency, Accountability and Openness 


Canada supports measures to enhance the transparency and 
accountability of the Fund’s own operations. This reflects the view that the 
IMF’s effectiveness depends in part on its ability to be transparent and fair 
in the provision of policy advice to its members, accountable for its advice 
and lending decisions, and open to external input and dialogue. 


In September 2002 the IMF’s Executive Board reviewed the transparency 
guidelines adopted in 2000, under which the Fund now publishes most 
of its own policy papers and detailed information about its operations and 
finances. The Board commended the significant increase in the availability 
of information about the Fund and its assessments of members’ policies. 
The key initiatives include: 


e Publishing more information about IMF surveillance of members, including 
Public Information Notices (PINs), which provide background information on 
a member country’s economy and the IMF’s assessment of the country’s 
policies and prospects. PINs are issued at the country’s request following 
the conclusion of the Fund’s regular Article IV consultation with the country. 
Full Article IV staff reports are now published when the country concerned 
agrees. Canada’s most recent PIN and Article IV report can be found 
on the IMF Web site at www.imf.org/external/country/can/index.htm. 
Over 80 per cent of IMF member countries have agreed to the publication 
of PINs. 


e Encouraging countries to publish the “mission statements” that are 
prepared at the time of the IMF’s annual Article IV consultations with 
member countries. Prior to the preparation of the staff’s report to the 
Executive Board, the IMF mission often provides the country’s authorities 
with a statement of its preliminary findings at the conclusion of its 
discussions with them. A number of countries, including Canada, are 
now releasing these statements. Canada’s most recent mission statement can 
be found on the IMF Web site at www.imf.org/external/country/can/index.htm. 


e Releasing more information about countries’ IMF-supported programs 
and the Executive Board reviews of these programs. The Fund has adopted 
a policy establishing a presumption in favour of publication of Letters 
of Intent and other documents that underpin Fund-supported programs. 
Nearly all policy intention documents of countries requesting Fund financial 
assistance are published and more than half of staff reports on Article IV 
consultations and on the use of Fund resources are published by the 
voluntary decision of country authorities. 


e Publishing staff papers on key policy issues and issuing PINs of the Board 
discussions of these papers. In addition, the Fund is increasingly posting 
draft papers on important policy issues on its Web site so that the views 
of civil society can be taken into account. As well, more financial information 
is being released about the IMF, including the sources of financing for IMF 
lending (the quarterly financial transactions plan). 
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e Providing the public with substantially expanded access to the Fund’s 
archival material. 


The Fund is also working to deepen its understanding of international capital 
markets and financial flows. In 2001 it established the International Capital 
Markets Department in order to enhance its ability to identify crises early 
enough to address them effectively. The new department will also strengthen 
the Fund's ability to help countries gain access to international capital 
markets, an important step in helping the poorest countries make a 
breakthrough in poverty reduction. The department’s research is summarized 
quarterly in a new publication, the Global Financial Stability Report. \n addition, 
the Capital Markets Consultative Group was established to promote a better 
dialogue between member countries and private investors and creditors. 


With respect to accountability and openness, the IMF has established the 
Independent Evaluation Office (IEO) to undertake objective assessments of 
the IMF’s operations, policies and programs. The IEO operates independently 
of IMF management and at arm’s length from the Fund’s Executive Board. 


e The IEO’s work program is developed following extensive consultations 
with government authorities, non-governmental organizations (NGOs), 
members of the academic community and representatives of the financial 
sector, as well as the staff, management and Executive Board of the IMF. 


e The IEO consults extensively with external stakeholders in deriving 
the detailed terms of reference for each study and provides further 
opportunities to comment when the completed evaluation reports are 
made public. 

e The IEO is now operational and in 2002 produced its first evaluation on 
the prolonged use of Fund resources. The evaluation was recently 
discussed by the IMF’s Executive Board and the IMF will follow up on 
the IEO’s recommendations in early 2008. 

e Two more evaluations are underway, on fiscal adjustment in IMF-supported 
programs and the role of the IMF in three recent capital account crisis 
cases (Brazil, Indonesia and Korea). 


Strengthening Surveillance and Crisis Prevention 


Making Surveillance More Effective 


Through its surveillance role, the IMF monitors economic and financial 
developments and policies in member countries and at the global level. 
Fund surveillance is critical, as it can identify emerging problems and policy 
imbalances before they become crises. Improved surveillance at the IMF— 
leading to better information for sound economic analysis, including better 
pricing of risk, which leads to more stable capital flows—is central to 

crisis prevention. 
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The IMF completed a comprehensive review of surveillance in 2002. 
The review noted that in light of large-scale private capital flows, the IMF has 
shifted the nature and scope of its surveillance. In recent years the IMF has: 


e sharpened its focus on macroeconomic policy, capital flows and structural 
issues that have an impact on macroeconomic stability, particularly in the 
financial sector, and on exchange rates; 


e developed new analytical tools for assessing external and financial sector 
vulnerability that will help countries assess reserve adequacy, manage their 
reserves, and monitor and manage their debt so as to prevent crises; 


e made more effective use of the expertise of the World Bank and other 
institutions on relevant structural issues; and 


© promoted greater transparency and information flow, for both member 
policies and the Fund’s own activities. 


Canada supports further efforts to strengthen surveillance by encouraging 
comprehensive and candid analysis of risks and vulnerabilities to improve 
program design and outcomes. In particular, it supports improving the 
framework for assessing the debt sustainability of countries to help diagnose 
potential debt servicing problems earlier. 


Strengthening Institutional Capacity 


The Fund is also working with other members of the international 

community on initiatives designed to improve the institutional capacity 

of countries to support strong macroeconomic frameworks and more resilient 
financial systems. These initiatives, which complement the Fund’s surveillance 
framework, include work on standards and codes, data provision, 
strengthening financial sectors, and technical assistance. 


Implementation and Assessment of International Codes and Standards 


To help improve economic policy making and strengthen the international 
financial system, the international community has called upon the IMF and 
other standard-setting agencies to develop standards and codes covering 
a wide range of economic and financial areas. In this effort, the Fund is 
responsible for its core areas of expertise. To date the Fund has adopted 
a data dissemination standard, a code on fiscal transparency and a similar 
code with respect to monetary and financial policies. 


Implementation is being encouraged, among other things, through the 
provision of targeted technical assistance in accordance with countries’ 
domestic priorities and circumstances. 


There is a general consensus that the IMF has a key coordinating role in 
assessing observance of codes and standards through its Reports on the 
Observance of Standards and Codes (ROSCs), as well as through the joint 
IMF-World Bank Financial Sector Assessment Program (FSAP). Recent 
developments regarding FSAPs are covered in the “Joint Issues” section. 
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The Fund has developed a modular approach to ROSCs whereby 
comprehensive assessments of members’ adherence to a range of 
internationally recognized standards can be built up over time, standard by 
standard. ROSCs summarize the extent to which countries observe these 
standards, focusing primarily on the areas of direct operational concern to 
the IMF, such as data dissemination and fiscal transparency. ROSC modules 
for the financial sector are now being derived as a by-product of the FSAP 
process, Canada was the first country to publicly release as a ROSC the 
assessment of compliance with international standards conducted during its 
FSAP. Canada has undertaken ROSCs in the areas of banking and insurance 
supervision, fiscal policy transparency, monetary and financial policy 
transparency, payments systems and securities regulation. Overall, as of the 
end of 2002, close to half of the IMF’s 184 member countries had completed 
at least one ROSC module.? In an article published in the summer of 2002, 
Fitch Ratings reported a significant relationship between publication of ROSCs 
and changes in sovereign ratings over the past three years, suggesting 

a positive impact of compliance with standards and transparency on 
perceptions of creditworthiness. 


Strengthening Financial Sectors 


The financial crises experienced by emerging market economies in recent 
years highlighted the critical importance of concerted action to strengthen 
the international financial system. In recent years the Fund has developed 

a comprehensive approach to promoting the stability of members’ domestic 
financial sectors as an element of efforts to safeguard the stability of the 
international system (the main developments in this area are covered in 

the “Joint Issues” section). 


In addition, the IMF is involved in international efforts on financial abuses 

that threaten the integrity and stability of the international financial system. 

In particular, the Fund has: 

© expanded its anti-money laundering work, including through FSAPs, 
to cover legal and institutional frameworks; 

e extended its involvement beyond money laundering to efforts aimed 
at countering terrorist financing; 

e accelerated its program of offshore financial centres, and undertaken 
onshore assessments in the context of the FSAP; 

e helped countries identify gaps in their anti-money laundering and 
anti-terrorist financing regimes in the context of voluntary Article IV 
questionnaires; 

© enhanced its collaboration with the Financial Action Task Force to develop 
a mutually acceptable global standard on anti-money laundering; and 

e intensified its provision of technical assistance to enable members to 
implement the agreed international standards and extend it to include help 
for the creation of financial intelligence units. 


2 Canada’s ROSCs can be found on the IMF Web site at www.imf.org/external/np/rosc/rosc.asp#c. 
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At its meeting in September 2002, the International Monetary and Financial 
Committee welcomed the actions taken by many countries to combat money 
laundering and the financing of terrorism and urged countries that have not 
fully responded to do so urgently. The Committee also commended the 
substantial progress made by the Fund and the World Bank in advancing 

the Fund’s action plan. In November 2002 the Fund: 


e added the Financial Action Task Force recommendations on anti-money 
laundering and the financing of terrorism to the list of standards and codes 
for which ROSCs are undertaken in the context of the IMF-World Bank 
FSAP framework. 


e approved a 12-month pilot project of anti-money laundering and terrorist 
financing assessments and accompanying ROSCs to be undertaken by 
the IMF, World Bank and other bodies; and 


e adopted a comprehensive assessment methodology developed in 
collaboration with the World Bank and the Financial Action Task Force. 


Technical Assistance 


In addition to its policy advice and financing, the IMF provides technical 
assistance to member countries in its areas of expertise—including 
macroeconomic policy, monetary and foreign exchange policy and systems, 
fiscal policy management, external debt and macroeconomic statistics. 

It has been agreed that technical assistance should play a central role in 
supporting the work of the IMF in crisis prevention and management, debt 
relief and poverty reduction, and capacity building in low-income and 
transition countries. 


Since the demand for IMF technical assistance normally exceeds the 
resources available, the IMF takes a number of considerations into account 
in setting priorities for country requests. Under guidelines approved in 2001, 
oriorities for technical assistance are set in accordance with the IMF’s core 
areas of specialization, its main program areas and its key policy initiatives, 
which will enable a more systematic alignment of resource commitments 
with institutional priorities. 


In recent years the IMF has adopted a regional approach to the delivery 

of technical assistance and training. The IMF already operates two regional 
technical assistance centres, in the Pacific and the Caribbean. As part of 

its new Africa Capacity-Building Initiative, the Fund increased its technical 
assistance to the African continent while focusing it more squarely on capacity 
building. Under this Initiative, the IMF is establishing regional African technical 
assistance centres (AFRITACs) to provide capacity-building assistance 
through a team of resident experts, supplemented by short-term specialists 

in the core areas of the IMF’s expertise. The East AFRITAC opened in 

October 2002. 
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Enhancing Crisis Resolution 


One of the IMF’s primary goals is to reduce the frequency and severity 

of international financial crises. Despite its crisis prevention efforts, however, 
financial crises will still occur. The IMF is therefore engaged in the search 
for possible reforms to improve its capacity to manage and resolve 
financial crises. 


The Fund is focusing on four areas: 
e strengthening the assessment of a country’s debt sustainability; 


¢ improving the clarity and predictability of the Fund’s policy on access to 
its resources; 


e clarifying the policy on Fund lending into sovereign arrears to private 
creditors; and 


e improving the legal framework for sovereign debt restructuring. 


Improving Debt Sustainability Analysis 


The IMF is strengthening its framework for assessing the ability of countries 
to carry debt. A strengthened framework should help diagnose potential debt 
servicing problems earlier and inform the design of economic programs. It is 
expected that the framework will lead to more credible debt sustainability 
assessments. Canada strongly supports rigorous debt sustainability analysis 
to increase the probability of success of Fund programs. This includes testing 
the robustness of programs to a range of different assumptions about key 
economic variables, such as interest and growth rates. 


Clarifying Access Policy 


In addition, the IMF is working with its membership to establish clearer 

rules for determining exceptional access to its resources (i.e., loans that 

are larger than what is normally allowed under IMF lending rules) for countries 

that face financial crisis. Greater clarity will helo shape the expectations of 

members and markets alike, provide a benchmark for decisions regarding 

program design and access, safeguard the IMF’s resources, and ensure 

uniformity of treatment of members. In September 2002 the IMF’s Executive 

Board endorsed the following criteria that would, at a minimum, need to 

be met to justify exceptional access for member countries facing a capital 

account crisis: 

e the member is experiencing exceptional balance of payments pressures 
on the capital account resulting in a need for Fund financing that cannot 
be met within normal limits; 


¢ arigorous analysis indicates a high probability that the debt will 
remain sustainable; 

e the member has good prospects of regaining access to private capital 
markets within the time Fund resources would be outstanding, so that IMF 
financing would provide a bridge; and 
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e the policy program of the member country provides a reasonably strong 
prospect of success, based on both the member’s adjustment plans and 
its institutional and political capacity to implement that program. 


The Board also expressed support for strengthening procedures for decision 
making on exceptional access proposals, including: 


e increasing the burden of proof required in program documents by requiring 
more extensive justification of the level of access, a rigorous analysis of 
debt sustainability, and an assessment of the risks to the IMF arising from 
the exposure and the effect on the IMF’s liquidity position; 


e formalizing early Executive Board consultation on the status of negotiations 
in exceptional access cases; and 


e requiring ex post evaluation of programs of exceptional access. 


Clarifying the Policy on Lending Into Arrears 


The IMF also reviewed the conditions under which it provides resources 

to member countries that are in arrears to private creditors. Under its arrears 
policy, the Fund can “lend into arrears” in cases where a debtor member 
needs more time to reach agreement on a financial restructuring package 
with private creditors. That is, the Fund stands ready to provide resources to 
members that are in arrears to private creditors, when prompt support for the 
successful implementation of the member’s adjustment program (including 
appropriate policy reforms) is essential, and the member is making a good 
faith effort to reach an agreement with its creditors. The review highlighted the 
importance of striking an appropriate balance between the need to promote 
effective communication between a debtor and its creditors during the 
restructuring process, and the need to retain flexibility to address the diversity 
of individual country circumstances. 


Strengthening the Legal Framework for Sovereign Debt Restructuring 


Canada has long been a strong advocate of the need to put in place tools and 
mechanisms to facilitate the more timely, orderly restructuring of unsustainable 
sovereign debts. The IMF has an important role to play in this regard, given 

its position at the centre of the international financial system and, more 
importantly, its ability to help facilitate a more orderly and cooperative 
resolution of international payment problems. 


For this reason, Canada welcomed the IMF management’s proposal to 
develop a sovereign debt restructuring mechanism, analogous to domestic 
bankruptcy regimes. Over the past year the IMF has worked intensively on the 
proposal, which has evolved significantly to address concerns expressed by 
various interested parties. Consistent with directions from the International 
Monetary and Financial Committee (IMFC) in September 2002, the Fund is 
working towards setting out a concrete proposal at the Fund’s spring 2003 
meeting. The IMFC will review this proposal at the meeting and determine the 
next steps to be taken. 
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There is also a need to continue to improve the existing approach to 

crisis management. Canada attaches priority to strengthening the crisis 
management framework in the short term by establishing credible limits 

to official financing for all but exceptional cases, and developing clearer 
guidelines for lending into arrears. In addition, Canada supports international 
efforts to promote the more widespread adoption of contingency clauses, 
such as collective action clauses, in sovereign debt contracts, as these 
complement the other initiatives by facilitating the more timely, orderly 
restructuring of sovereign debt. Work is also proceeding on Codes 

of Conduct for sovereign debt renegotiation. 


Improving IMF Lending 


A major focus recently has been to examine how resources can be used 
more efficiently to meet the needs of member countries in promoting 
economic reform. To that end, the IMF has adopted new guidelines on the 
conditions attached to its loans, streamlined the structure of its lending 
facilities, and examined the issue of prolonged use of IMF resources. 


Focusing Conditionality and Fostering Ownership 


An important feature of IMF arrangements is the “conditionality” that 
borrowing countries undertake to correct their underlying balance of payments 
problems and to restore their ability to repay the Fund. Over time conditionality 
had broadened in scope and become more complex, leading to concerns 
about its impact and effectiveness. In the fall of 2002 the IMF approved 

new guidelines on the design and implementation of conditionality in 
Fund-supported programs. The new guidelines represent the outcome of a 
comprehensive review of conditionality that was launched in 2000. The new 
guidelines, the first revision since 1979, were developed following an extensive 
process of consultation with the public. 


The review was undertaken with the aim of streamlining and focusing 
conditionality so as to enhance the success and effectiveness of 
Fund-supported programs and promote national ownership of reforms. 
The new guidelines emphasize the need to focus conditionality on policies 
that are critical to achieving the macroeconomic objectives of programs. 
The guidelines are based on several interrelated principles, including 
national ownership of reform programs, parsimony in the application of 
program-related conditions, effective coordination with other multilateral 
institutions, and clarity in the specification of program conditions. 


Conditions will normally consist of macroeconomic and structural measures 
that are within the Fund’s core areas of responsibilities. Where structural 
reforms that are critical to a program’s success lie outside the Fund’s core 
areas, the Fund should work with the World Bank and other international 
financial institutions, which have a comparative advantage in the design 
and monitoring of these measures. A key aspect is that the country should 
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take primary responsibility for its own policies and that conditionality, if well 
designed and established through a mutually acceptable process led by the 
member, can strengthen and promote ownership. The challenge now is to 
enhance IMF lending through effective implementation of the new guidelines. 


Prolonged Use of IMF Resources 


In September 2002 the IMF’s Independent Evaluation Office (IEO) published its 
first evaluation on prolonged use of IMF resources in response 

to concerns that prolonged use is inconsistent with the Fund’s traditional 
mandate of providing temporary balance of payments support and 
undermines the effectiveness of IMF-supported programs. For the Fund, 
prolonged users account for a substantial share of the Fund’s resources, 

with a potential impact on the revolving character of Fund resources and 

the IMF’s lending ability. 


The IEO evaluation showed that prolonged use (defined as being under 

a Fund-supported program for 7 or more years in a 10-year period) 

is a persistent problem, with significant adverse consequences for both the 
borrowing country and the IMF. For prolonged users, their programs had 

a negative impact on growth and achieved less fiscal adjustment compared 
to “temporary“ users of Fund resources. According to the IEO, the perception 
that IMF resources would be available over the longer term, despite policy 
sliopages, may have weakened incentives for them to take decisive action 

to deal with some problems. 


The study found that the increase in prolonged use is partly a reflection of a 
broadening of the rationale for the IMF program involvement beyond achieving 
short-term balance of payments adjustment to help developing countries— 
particularly the poorest—achieve sustainable growth. Also contributing to 
prolonged use were design and implementation difficulties with programs 

that attempted to address deep-seated problems that require many years to 
resolve. The report makes recommendations to diminish the incentives for 
prolonged use, including by enhancing program effectiveness, and to reduce 
its adverse consequences. The IMF will follow up on the IEO’s 
recommendations in early 2003. 


Safeguarding IMF Resources 


In 2000 the Fund adopted a multi-faceted approach to strengthening the 
safeguards on the use of IMF resources. Central banks of member countries 
making use of Fund resources will have to publish annual financial statements, 
independently audited in accordance with internationally accepted audit 
standards. If vulnerabilities are identified in a country’s ability to manage its 
resources, including IMF resources, IMF staff will propose remedies, including 
measures to be implemented before further disbursements of IMF funds. 

In 2002 the Fund adopted safeguard assessments as a permanent feature 

of IMF operations. 
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Safeguarding the IMF’s Cooperative Nature 


The IMF's cooperative nature is reflected in its resource base, which is derived 
primarily from the quota subscriptions of member countries and the 
consensus-based nature of its decision-making process. If the Fund is to 
promote international financial stability effectively, it must have adequate 
resources and ensure that its quota structure and governance arrangements 
are representative of the membership. 


Twelfth General Quota Review 


Quota reviews are held every five years to assess the adequacy of IMF 
resources. In the context of the Twelfth Quota Review, the IMF’s Executive 
Board held a number of discussions over the past two years but the broad 
support necessary for a quota increase did not exist. 


IMF Lending Capacity 


Better information on the activities of the IMF enhances the transparency 

and accountability of the institution. To provide a clearer understanding of the 
amount of its regular financing resources that is available for new lending, in 
December 2002 the IMF adopted a new method of measuring its liquidity. 

The new measure—the one-year forward commitment capacity—indicates the 
amount of quota-based and non-concessional resources available for lending 
to member countries. 


The one-year forward capacity reflects the IMF’s stock of usable resources 
minus undrawn balances for current lending arrangements, plus projected 
repayments by IMF borrowers over the coming 12 months. A prudential 
balance—to safeguard the liquidity of creditors’ claims and to take account of 
a potential erosion of the resource base—is also deducted to arrive at the final 
forward commitment amount. At the end of 2002 the IMF’s one-year forward 
commitment capacity amounted to SDR 54.7 billion (US$74 billion). 
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How to Access Information at the IMF 


A vast array of Fund information—including fact sheets, press releases, 
speeches, the /MF Survey, annual reports, world economic outlooks, staff 
country reports and working papers—is available on the Fund’s Web site at 
www.imf.org. In addition, the IMF’s Publications Services provides a wide 
variety of Fund documents on the policies and operations of the IMF, as well as 
world financial and economic developments: 


m IMF annual reports 

m World Economic Outlook 

Global Financial Stability Report 

IMF staff country reports 

International Financial Statistics 

Annual Report on Exchange Arrangements and Exchange Restrictions 
press releases 

IMF Survey 

publications of the Independent Evaluation Office 


Publications Services is located at 700 — 19th Street N.W., Washington, DC 
20431, USA Phone: (202) 623-7430; fax: (202) 623-7201. Internet e-mail 
address: publications@imf.org. 


Strengthening Support for Low-Income Countries 


The IME is fully committed to supporting low-income members in advancing 
towards the United Nations Millennium Development Goals through its poverty 
reduction and debt relief efforts. Canada places a high priority on reducing 
poverty and ensuring that debt relief does indeed go to the poorest, most 
heavily indebted countries committed to good governance. Although 

the World Bank is the central institution for poverty reduction, macroeconomic 
stability—a key condition for achieving poverty reduction and growth—is 

the responsibility of the IMF. Direct anti-poverty measures are playing a 

central role in programs supported by the IMF through its Poverty Reduction 
and Growth Facility. These programs are consistent with a comprehensive, 
nationally owned Poverty Reduction Strategy Paper prepared by the 
borrowing country and are based on a process involving the participation of 
civil society, NGOs, donors and international institutions. This issue is covered 
more extensively in the “World Bank” section. 
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Lending Developments in 2002 


A core activity of the Fund is to provide short- and medium-term financial 
assistance to members faced with balance of payments difficulties. The 
objective is to enable countries facing such difficulties to correct temporary 
payments imbalances with a minimum of disruption to the international 
monetary system. The provision of financing from the IMF, as well as the 
additional financing that an arrangement with the Fund often attracts 

from other sources, enables countries to undertake smoother 

economic adjustment. 


At the end of 2002 the IMF had lending arrangements worth SDR 64.6 billion 
in place for 52 member countries (See Annex 1). Drawings under lending 
commitments remained at a very high level in 2002, increasing slightly to 

SDR 26.5 billion. The unfavourable economic and financial conditions in some 
economies and regions contributed to the continued high level of lending. 
The bulk of the non-concessional lending took place under Stand-By 
Arrangements. Turkey and Brazil received the largest disbursements, some 
of which were financed through the Supplemental Reserve Facility, the Fund’s 
short-term lending facility that addresses crisis situations. 


Table 1 
IMF Resource Flows 


icv eojue2001 ~ 2002 
(in SDR billions) 

Total purchases 24.6 pate’ 
Of which: 

Stand-By Arrangements 23,0 23.9 

Extended Fund Facility 0.7 13 

Compensatory Financing Facility 0.0 0.0 

Poverty Reduction and Growth Facility 0.9 1.3 

Other 0.0 0.0 

Total repurchases 14.1 16.0 

Net repurchases 10.5 10.5, 


Lending increased under the IMF’s concessional facility, the Poverty Reduction 
and Growth Facility. No drawings were made under the Compensatory 
Financing Facility, one of the Fund’s other special-purpose facilities. 


Managing Canada’s Interests at the IMF 


The Minister of Finance is Canada’s Governor at the IMF and is responsible 
for the management of Canadian interests at the Fund. The Minister 
exercises influence on IMF issues through Canada’s Executive Director at 
the Fund’s Executive Board, interventions at the spring and fall meetings of 
the International Monetary and Financial Committee, his plenary speech at 


23 


REPORT ON OPERATIONS UNDER THE 


the IMF and World Bank annual meetings, and periodic meetings with the 
Managing Director of the Fund (the Minister’s speeches are available on the 
Department of Finance Web site at www.fin.gc.ca). The Governor of the 

Bank of Canada is Canada’s Alternate Governor of the IMF. The Governor also 
attends the Fund’s spring and fall meetings. 


The management of Canada’s interests in the ongoing work of the IMF 

is the responsibility of the Executive Director, lan E. Bennett, Canada’s 
representative on the Executive Board. He is one of 24 Executive Directors. 
In addition to Canada, he represents 11 other countries (Ireland and 

10 Caribbean countries), which form a constituency at the Executive Board. 
Of the 24 members of the current Executive Board, 12 are from developing 
or transition countries and 12 from industrialized countries. As the main 
decision-making body of the Fund, the Board normally meets three times 

a week. 


The Department of Finance coordinates Canadian policy advice on IMF issues 
and Canada’s operational interests in the IMF. The Bank of Canada also 
provides advice on IMF issues to Canada’s Executive Director. Other involved 
government organizations include the Department of Foreign Affairs and 
International Trade and the Canadian International Develooment Agency. 
Within the Department of Finance, the International Trade and Finance Branch 
is responsible for conducting analyses and preparing advice on the policy 
issues and specific country programs that are brought before the Executive 
Board. The Department and Canada’s Executive Director’s office also work 
closely with Canada’s World Bank Executive Director’s office and meet 
frequently with Canadian NGOs. 


Parliament is informed of the activities and operations of the Bretton Woods 
institutions through the tabling of the annual report on their operations, the 
communiqués of the International Monetary and Financial Committee and 
the Development Committee, and appearances of the Canadian Executive 
Directors and departmental officials before parliamentary committees. 
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Canada’s Voting Record 


Since most decisions at the Fund are taken on a consensus basis, formal 
votes by Governors and the Executive Board are rare. Canada attempts to 
influence the development of Fund policy proposals before they are brought to 
the Board (often through the circulation of memoranda outlining Canadian 
positions) or to influence other members in the course of Board discussions. 
But in 2002 Canada voted against an increase in the remuneration of IMF 
Executive Directors. Canada also abstained on a program review for Indonesia 
due to concerns over the deterioration in the rule of law and abstained on a 
request for post-conflict assistance for Burundi over concerns about the 
security situation. 


Canada’s Office at the IMF 


In addition to the Executive Director, Canada’s office is staffed by two Canadian 
advisors and two-technical assistants, one of which rotates with other 
members of the constituency. Ireland staffs the Alternate Executive Director’s 
position and the Caribbean countries staff a third advisor’s position. 


The primary responsibility of the Executive Director’s Office is to represent the 
interests of Canada and the other members of the constituency at the Fund’s 
Executive Board. The office participates in the Board’s discussions on a wide 
variety of policy, operational and administrative matters, including surveillance 
issues and country assistance requests and reviews. 
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Members of the Executive Director’s Office 


Executive Director lan E. Bennett (Canada) 
Alternate Executive Director Nicolas O’Murchu (Ireland) 
Advisor Frank Vermaeten (Canada) 
Advisor Denny Lewis-Bynoe (Caribbean) 
Advisor Mark Kruger (Canada) 
Assistant Chris Faircloth (Canada) 
Assistant Charleen Adam Gust (Canada) 
Administrative Assistant Monique Chagnon (Canada) 
Administrative Assistant Catherine Byrne (Ireland) 
Administrative Assistant Liz Craib (Canada) 

Phone/fax (202) 623-7778/(202) 623-4712 
Address 11-112, 700 — 19" Street N.W., 


Washington, DC 20431, USA 


Canada’s Financial Participation 


Canada’s financial participation in the IMF consists primarily of its quota 
subscription. Canada’s quota is SDR 6,369.2 million, or about 3 per cent 

of total quotas. Canada’s quota subscription is a government asset, which 
is made available to the Fund partly in Canadian dollars and partly in reserve 
currencies, such as US dollars or SDRs. These latter non-Canadian dollar 
amounts continue to be part of Canada’s foreign exchange reserves. As an 
asset, Canada’s quota subscription is not recorded as an expenditure item 
in the budget of the Canadian government. 


Only a very small portion of the Canadian dollar part of Canada’s subscription 
is actually held in cash by the IMF. The balance is held by the Bank of Canada 
in the form of demand notes, which are available to the Fund in the event it 
needs to draw upon additional resources. Canada earns interest on its quota 
subscription when the Canadian dollar is used in Fund lending operations, 
i.e., is drawn by other member countries. In 2002 Canada received 

SDR 45.4 million on its net creditor position in the IMF. The net income from 
Canada’s net creditor position with the Fund is paid into the Government of 
Canada’s Exchange Fund Account, adding to the foreign exchange reserves. 
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Table 2 


Canada’s Financial Position in the IMF 


December 31, 2002 December 31, 2001 
(in SDR millions) 


Quota 6,369.2 6,369.2 
Fund holdings of Canadian dollars Si ao.0" 4,090.8" 
Reserve position in the Fund 2.0304: 221 Oa. 


* In accordance with Fund regulations, at least 0.25 per cent of Canada’s quota is held by the IMF in 
a Canadian dollar cash deposit at the Bank of Canada. The Fund’s remaining Canadian dollar 
holdings are in the form of non-interest-bearing demand notes, also kept by the Bank of Canada. 


“This is the amount Canada is entitled to draw on demand from the IMF for balance of payments 
purposes. Canada’s reserve position in the Fund is the result of the portion of Canada’s quota 
subscription made available to the Fund over time in reserve currencies, the use of the Canadian 
dollar in Fund financial transactions with other members, and loans to the IMF under borrowing 
arrangements such as the General Arrangements to Borrow (GAB) and New Arrangements to 
Borrow (NAB). As the name suggests, Canada’s reserve position in the Fund is a part of Canada’s 
Official foreign exchange reserves. 


At the end of 2002 Canada’s holdings of SDRs amounted to 

SDR 528.8 million, or 67.9 per cent of Canada’s cumulative allocation of 
SDRs. In 2002 Canada held SDRs in an amount below its allocation, and 
SO paid net interest of SDR 6.3 million. 


Last year, in line with earlier commitments, Canada made further contributions 
to the IMF’s Poverty Reduction and Growth Facility. The facility provides 
financial Support on concessional terms to low-income countries facing 
protracted balance of payments problems. Canada’s total commitment to the 
Poverty Reduction and Growth Facility is a loan of SDR 700 million and a 
grant of approximately SDR 190 million. At the end of 2002 loan payments 
under these arrangements totalled SDR 608.6 million of the SDR 700 million, 
and subsidy contributions equaled SDR 176.4 million of the SDR 190 million. 
In 2002 Canada received SDR 17.3 million in interest earned on loans to the 
Poverty Reduction and Growth Facility. 


Further, Canada is a participant in a financing arrangement established 

to supplement the Fund’s regular resources in the event of financial crises, 
the NAB, which was not activated in 2002 (see the box on the next page). 
Canada is also a participant in the GAB, an earlier credit arrangement 
established by the G-10. Canada’s GAB commitment is the equivalent of 
SDR 892.5 million. This line of credit was not used in 2002. 


3 When a member's holdings of SDRs is greater (lesser) than its cumulative allocation, 
that member (the Fund) receives interest on the difference. 
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New Arrangements to Borrow 


The following are the main features of the NAB, which came into force in 1998: 


m Participating countries will make loans to the IMF when supplementary 
resources are needed to forestall or cope with an impairment of the 
international monetary system, or deal with an exceptional situation that 
poses a threat to the stability of the system. 


m Twenty-five countries have agreed to lend up to SDR 34 billion (about 
C$68 billion) to the Fund in case of financial emergencies. 


m Canada’s share in the arrangement is 4.1 per cent, in the form of a 
commitment to provide non-budgetary loans to the IMF from its international 
reserves. 


m The NAB does not replace the GAB, which remains in force. However, the 
NAB will be the first and principal recourse of the IMF if supplementary 
resources are needed. 


Challenges Ahead 


A key challenge for the Fund is to ensure that it meets the needs of an 
increasingly integrated global economic system. The evolution of the Fund’s 
place in the international financial system must continue to reflect changes 

in the world economy. In particular, there is a need to assess the role of the 
Fund in a world of large-scale private capital flows. To meet these challenges: 


e The Fund should continue to work to strengthen surveillance to prevent 
crises, including through improved debt sustainability analysis. 


e The Fund needs to continue its efforts to improve its capacity to manage 
and resolve financial crises. In addition to clarifying the rules for exceptional 
access to Fund resources, further work with the international community 
is required to implement an operational framework for improved private 
sector involvement in crisis management, including through mechanisms 
to facilitate the more orderly reduction of unsustainable sovereign debts. 


e The Fund should work to make IMF quotas more reflective of developments 
in the world economy and ensure that Fund governance is representative. 
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WORLD BANK 


Membership in the World Bank (the Bank) affords Canada an important 
voice on key development issues in the world’s premier multilateral 
development institution. With 184 members,4 and loans and credits 
outstanding to 143 developing and transition member countries in fiscal 
year (FY) 2002 totalling US$218 billion, the Bank has a far-reaching impact 
on global development and poverty reduction. It provides policy advice 

and financial support crucial to improving borrowing members’ longer-term 
development and poverty reduction prospects. It also assists members by 
providing concessional assistance and improved access to world financial 
markets for development purposes. 


Canada’s capital share of about 3 per cent gives it a seat on the Bank’s 
Executive Board and on the Development Committee of the Boards of 
Governors of the Bank and the IMF. Canada has the opportunity at the 
Executive Board, in dialogue with Bank staff, and at the annual meetings of 
the Board of Governors (and the Development Committee) to provide direct 
input into the formulation of Bank policies and operational decisions. Canada 
and other shareholders help to guide the Bank in improving developing 
countries’ economic, social and environmental performance. Through its 
engagement with the Bank, Canada’s influence in developing countries 

can be leveraged beyond what can be achieved through bilateral programs. 
For example, Canada has played a leading role in the Bank’s discussion 

of the implementation of the heavily indebted poor country debt relief 
initiative, in shaping the institution’s response to post-conflict countries, and 
in its efforts to assist developing countries combat terrorist financing and 
money laundering. 


Bank membership also provides the Canadian government with access to the 
institution’s research and policy work, which enriches our own understanding 
of international development. The Canadian International Development 
Agency (CIDA), for example, is able to draw on Bank analytic and technical 
expertise in order to gain a more comprehensive understanding of the social 
and economic policy environments that are conducive to effective aid delivery. 
CIDA is also able to leverage its own resources with those of the Bank through 
participation in a growing number of partnerships with, and in global programs 
led by, the Bank. Finally, Canada’s membership allows Canadian companies 
and individuals substantial procurement opportunities—in 2002 they provided 
goods and services worth US$130 million under Bank-financed contracts. 


4 East Timor joined the World Bank on July 23, 2002, becoming the institution's 184!" member. 


© The Bank's fiscal year begins on July 1 and ends June 30 the following calendar year. 
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Overview of Operations in 2002 


In FY 2002 the Bank committed loans and credits of US$19.5 billion to 
95 developing and transition countries (See Annex 2). The International 
Bank for Reconstruction and Development (IBRD) committed US$1 1.5 billion 
in new loans in FY 2002, or roughly US$1 billion more than in FY 2001. Bank 
concessional lending through the International Development Association (IDA) 
increased to US$8 billion in FY 2002, compared to US$6.8 billion in FY 2001. 


Geographic and Sectoral Focus of Lending 


Reflecting significant adjustment lending to Turkey, new IBRD lending 
commitments in FY 2002 were highest in Europe and Central Asia. IBRD 
lending to this region reached US$4.9 billion, or 42 per cent of all IBRD 
loans in FY 2002. Turkey was the largest IBRD borrower in FY 2002, 
accounting for US$3.6 billion in commitments. The next largest area of IBRD 
concentration was the Latin America/Caribbean region, where the institution 
committed US$4.2 billion, or 37 per cent of its financing. The East Asia/Pacific 
region accounted for US$1 billion, or 9 per cent, of new IBRD lending. 
South Asia accounted for US$900 million, or 8.5 per cent of IBRD lending, 
with India alone accounting for 7.8.per cent. The Middle East/North Africa 
region accounted for US$450 million, or 4 per cent of IBRD commitments 


In FY 2002 Africa accounted for the largest share of IDA lending—although, at 
47 per cent, the level fell slightly below the 50-per-cent indicative target of new 
IDA commitments set by IDA donors. South Asia accounted for 32.5 per cent 
of IDA commitments in FY 2002. The East Asia/Pacific region and 
Europe/Central Asia region accounted for 9 per cent and 8 per cent 
respectively. 


The Bank’s strong commitment to investing in people is reflected in the 
sectoral breakdown of both IBRD and IDA lending operations. Support for 
social sector investments, in particular, remains a high priority. The areas of 
social protection, social development and rural development accounted for 
roughly 30 per cent of total World Bank commitments in FY 2002. 
Recognizing that good governance and strong institutions are key elements 
of development and poverty reduction, there was a significant increase 

in FY 2002 in Bank support for public sector governance. Approximately 
22 per cent of total Bank commitments and over 30 per cent of IBRD 
commitments during the year were dedicated to this area. This is up sharply 
from FY 2001 and the average of the mid-1990s, when the Bank lending 
shares were 12 per cent and 7.3 per cent respectively. These increased 
commitments reflect the stronger attention that the Bank is paying to 
strengthening public expenditure management, financial management, 
anti-corruption measures and civil service reform. 
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Non-Lending Operations 


In FY 2002 the Bank continued its strong focus on non-lending services in 
order to enhance the developmental effectiveness of its operations. The Bank 
provides a wide range of advisory, analytical, training and knowledge-related 
services in support of building domestic capacities. Through its non-lending 
activities, the Bank provides valuable policy advice that can bolster 

the effectiveness of its investment and adjustment lending. 


How the World Bank Group Works 


The World Bank Group is made up of four complementary but distinct entities: 
the International Bank for Reconstruction and Development (IBRD), the 
International Development Association (IDA), the Multilateral Investment 
Guarantee Agency (MIGA) and the International Finance Corporation (IFC). 


The IBRD and IDA (together commonly known as the World Bank) provide 
funding for investment projects and for adjustment—or economic and sector 
reform—operations. The IBRD lends on non-concessional terms (charging an 
interest rate that is slightly above its own borrowing costs) to better-off 
borrowing members, while IDA provides 35- and 40-year interest-free credits 
to the poorest borrowers. Since July 2002 IDA also provides grants for certain 
specific purposes. IDA is the largest source of development finance for the 
world’s poorest countries. The IBRD raises its funds primarily on international 
markets on the strength of its triple-A credit rating. In effect, the IBRD on-lends 
to borrowing countries at a rate of interest much lower than that which they 
could secure on their own borrowings. IDA, on the other hand, receives grant 
funding from donors, loan repayments and annual allocations from IBRD net 
income. As of June 2002 outstanding IBRD loans and IDA credits amounted 
to US$121.6 billion and US$96.4 billion respectively. 


The IFC supplements the activities of the IBRD and IDA by undertaking 
investments on commercial terms in productive private sector enterprises. The 
IFC provides such services as direct private sector loans, equity investments, 
resource mobilization and technical assistance. As of June 2002 the total 
outstanding loans and equity investment of the IFC were equivalent to 
US$15 billion. MIGA’s mandate complements that of the IFC: it promotes 
private foreign direct investment in developing countries, primarily by providing 
insurance against non-commercial risk, such as the risk of Currency 
inconvertibility during civil conflict. MIGA’s outstanding portfolio as of 
June 2002 amounted to US$5.3 billion. 


Each of the 184 shareholders has a seat on the Board of Governors of the 
World Bank. Most decisions on policy, operational and administrative issues, 
however, have been delegated to the 24-member Executive Board. 
Membership on the Executive Board is evenly split between developed and 
developing countries. 
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Strengthening the World Bank’s Poverty Reduction Focus 


Focusing Operations on the Millennium Development Goals 


The recognition that the Millennium Development Goals (MDGs) can be 
achieved only through empowerment of the poor underpins the Bank’s 
approaches to countries and sectors. The MDGs now form the cornerstone of 
the Bank’s strategic planning and operational priority setting. The Bank is also 
working closely with the United Nations system and the Organisation for 
Economic Co-operation and Development in strengthening international 
monitoring of the progress being made towards achieving the MDGs. 


A key task for the Bank in this exercise will be to develop a framework 

for benchmarking performance among both developing countries and 

donor agencies. The Bank, together with the IMF and the UN system, is 
strengthening its country and thematic databases. Publicly available data will 
be posted on the Development Gateway (www.developmentgateway.org). As 
national capacity in gathering and assessing statistics is critical to efforts for 
monitoring progress towards the MDGs, in 2002 the Bank increased its focus 
on assisting developing countries develop their national statistical capacity. 


Millennium Development Goals 


At the Millennium Summit in September 2000, world leaders adopted specific 
development goals that can be monitored. Subsequently, the United Nations 
published eight Millennium Development Goals in the September 6, 2001, 
report of the UN Secretary General on the road map towards implementing the 
UN Millennium Declaration. The eight goals are: 


m tohalve, between 1990 and 2015, the proportion of people living on less than 
one US dollar a day; and to halve, between 1990 and 2015, the proportion 
of people suffering from hunger; 

mw to ensure that, by 2015, all children can complete primary schooling; 

mw to eliminate gender disparity in primary and secondary education, preferably 
by 2005, and at all education levels no later than 2015; 
to reduce by two-thirds, between 1990 and 2015, the mortality rate for 
children under 5 years old; 
to reduce by three-quarters, between 1990 and 2015, the maternal mortality 
ratio; 
to have halted and begun to reverse, by 2015, the spread of HIV/AIDS; and 
to have halted and begun to reverse by 2015 the incidence of malaria and 
other major diseases; 
to integrate the principles of sustainable development into country policies 
and programs and to reverse the loss of environmental resources; and to 
halve, by 2015, the proportion of people without sustainable access to safe 
drinking water; and 
to develop a global partnership for development including through trade 
openness and debt relief. 


The Bank is also working in partnership with developing countries, other 

aid agencies and civil society more directly to design and implement initiatives 
to support developing countries in their efforts to reach specific MDGs. These 
efforts include “fast-track” initiatives that will target Bank and donor resources 
on countries demonstrating strong commitment to improving social sector 
programs. Fast-track initiatives, originally pioneered for the education sector, 
are now being extended to health, nutrition and population. 


Continued Global Uncertainty 


Financial uncertainty and weak investor confidence have contributed to 
slower economic growth throughout much of the developing world. Economic 
growth in many developing country economies remained modest in 2002, 
falling slightly to 2.8 per cent from an average GDP growth rate of 2.9 per cent 
in 2001. 


Economic results, however, varied by region. Despite rising commodity prices, 
economic growth in Sub-Saharan Africa will remain constrained by drought, 
civil war and the spreading HIV/AIDS epidemic. While there are prospects for 
a modest recovery in South Asia, the main challenges for India and Pakistan in 
ensuring longer-term growth will be fiscal consolidation and trade liberalization. 


Much stronger economic growth in East Asia and Eastern Europe in 2002 
coincided with very weak performance in Turkey and Latin America, 
particularly in Argentina. Indeed, reacting to growing economic and financial 
instability in Latin America posed a particular challenge for the Bank in 

FY 2002 and likely will continue to be a major focus of Bank operations in 
the near future. The Bank committed US$735 million to Argentina in FY 2002. 
However, under the Bank’s adjustment lending guidelines, with Argentina off 
track on its IMF program throughout much of 2002, the Bank was unable to 
provide new adjustment lending. All lending was temporarily suspended 

in December 2002, when arrears on Argentinian repayments to the Bank 
exceeded 60 days. The clearing of arrears by the Argentinian government 
permitted a resumption of lending in January 2003. 


In August, with the Uruguayan economy feeling strong ripple effects from 
the Argentine financial crisis, the Bank worked closely with the international 
community to assemble an assistance package. On August 8, 2002, the 
Bank’s Executive Board approved a package that will see Bank financing 
to Uruguay increased to US$550 million over the next two years. 


The Bank is also working closely with the new Brazilian government to help 

it address financial market volatility and to support its reform agenda. Bank 
President James Wolfensohn has suggested that, through to December 2003, 
the Bank could provide up to US$2 billion in financing beyond the lending level 
established in the current Brazil Country Assistance Strategy. 


As mentioned above, in FY 2002 the Bank also provided substantial financing 
to Turkey to assist that country during a period of financial difficulty. Turkey, 
Argentina and Brazil together represent roughly 18 per cent of the IBRD's 
outstanding loan portfolio. The recent deterioration in their creditworthiness has 
led to an increase in provisioning that could reduce future IBRD net income. 
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Stronger Focus on Country Ownership 


The Bank continues to assimilate into its operations the principles of country 
ownership that underpin the Comprehensive Development Framework (CDF).® 
Under the broad CDF approach, “homegrown” Poverty Reduction Strategy 
Papers (PRSPs)’ are being developed by an increasing number of poor 
countries as the driver of their national development plans and poverty 
reduction policies. Increasingly, PRSPs are also driving operations of the 

Bank and Fund in the poorest countries. 


PRSPs are a continuous and evolving process and many developing 

country governments have relied on extensive Bank support in this initial stage 
of design and implementation. A new multi-donor US$20-million PRSP Trust 
Fund, coordinated by the Bank and the United Nations, was established 

in 2002 to support capacity building in low-income countries implementing 
poverty reduction strategies. 


In early 2002 the World Bank and IMF undertook a comprehensive review of 
the PRSP process. The results of this review were presented at the April 2002 
meetings of the International Monetary and Financial Committee and the 
Development Committee and an updated progress report was presented 

to Governors in the fall of 2002. Results show that PRSPs are becoming a 
valuable tool enhancing development outcomes. However, it is also clear 
that more attention needs to be paid to implementation challenges and to 
addressing bottlenecks in the process. These challenges include enhancing 
stakeholder participation, improving the link between PRSPs and national 
policy-making processes and improving the coordination and harmonization 
of donor support. 


Adjustment Lending 


One of the consequences of the shift in Bank operations to Support 
country-owned development and poverty reduction strategies has been a high 
level of adjustment lending in overall Bank financing. Adjustment loans are 
used to support sector-wide reforms and restructuring. Since the early 1990s 
the share of adjustment lending in overall Bank lending has consistently been 
above the 25-per-cent notional level established by the Executive Board. In 
years when the Bank has been active in supporting major borrowers that are 
experiencing severe financial difficulties, adjustment lending is especially high. 
Adjustment operations accounted for 50 per cent of overall World Bank 
lending in FY 2002, compared to 33 per cent in FY 2001. 


6 The CDF aims to better balance the social, environmental and governance aspects of 
development with financial and structural considerations. Under the CDF, the Bank and 
other development players will take a longer-term view of development and work in closer 
partnership with developing countries, civil society and the private sector in supporting 
country-led development programs. The CDF also recognizes the need for developing 
country ownership of their development agendas, a strong focus on development results 
and the need for greater coordination and partnership among all development actors. 


’PRSPs were originally conceived as a comprehensive policy mechanism to link heavily indebted 
poor country debt relief more closely with poverty reduction initiatives. They are rapidly evolving 
into the primary statement of the development strategy of the world’s poorest countries. 
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Poverty Reduction Support Credits (PRSCs), introduced in May 2001, 
represent a new type of adjustment operation that provides budgetary 
financing in support of the implementation of PRSPs. PRSCs ease 
administrative burdens on borrowers and encourage harmonization of donor 
practices. PRSCs are used in cases where clients have transparent budgetary 
and fiduciary processes and strong PRSPs in place. PRSCs have been 
approved for Burkina Faso, Uganda, Vietnam and Albania. 


Adjustment lending is also often used to provide support to middle-income 
and emerging market economies that are experiencing acute financial 
problems. In FY 2002 Turkey, Brazil, Colombia and Argentina were recipients 
of significant commitments of adjustment lending. In sectoral terms, most of 
the Bank’s adjustment lending supports public sector management, financial 
sector reforms and improved governance. Adjustment lending has been much 
higher in the case of the IBRD than of IDA. In FY 2002, 65 per cent of IBRD 
commitments were in the form of adjustment loans, compared to 25 per cent 
for IDA. 


Monitoring and Evaluation 


The Bank’s independent Operations Evaluation Department (OED) has 
concluded that the institution’s system of project monitoring could be 
improved. OED judged that many of the problems stem from both limited 
borrower capacity and a lack of incentives and guidelines for Bank staff. 

At the International Conference on Financing for Development held in 
Monterrey, Mexico, in March 2002 and again at the two Development 
Committee meetings in 2002, Ministers highlighted the importance of 

an enhanced focus on results in helping both developing countries and 
donors design and implement poverty reduction strategies. In response, 
Bank management has embarked on a process of developing a more 
comprehensive approach to measuring and monitoring development results. 
The Bank’s approach is focused both on tying its own performance 
benchmarks more closely with the development priorities of individual PRSPs 
and on increasing Bank support for statistical capacity within developing 
countries. By the end of 2002 the Bank had launched five Country Assistance 
Strategy (CAS) pilots (in Brazil, Cambodia, Cameroon, Sri Lanka and Ukraine) 
and is working in nearly 40 other client countries to develop and test a 
results-based CAS design. Management is aiming to adopt this approach in 
all borrowing countries starting in July 20083. 


Assessing Poverty 


To ensure that poverty reduction remains at the heart of the Bank’s 
operations, the Poverty Reduction and Economic Management Network 
(PREM) was established in 1997. PREM undertakes country-specific poverty 
assessments and advises Bank country teams on the poverty reduction 
impacts of emerging policies, programs and individual projects. PREM 

has concluded country poverty assessments that cover a large majority 

of the world’s poor. The quality of poverty data, however, is uneven, and 
PREM continues to work to improve the consistency of its assessments. 
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The World Bank’s Response to the HIV/AIDS Pandemic 


HIV/AIDS is no longer just a public health issue; it is a development crisis. Of 
the approximately 40 million people around the globe who are living with 
HIV/AIDS, 95 per cent are in developing countries. The high infection rates in 
developing countries are killing or incapacitating many of the most productive 
individuals and threaten economic and social stability. One third of those 
infected in developing countries are in the 15—24 age bracket. AIDS is now the 
leading cause of death in Sub-Saharan Africa and among males in the 
Caribbean. In the hardest-hit countries, HIV/AIDS threatens to reverse the 
development gains achieved over the past 30 years. 


Most of the Bank’s HIV/AIDS programming is delivered through IDA, which 
has mainstreamed HIV/AIDS into its work. Since September 2000 IDA’s 
Multi-Country HIV/AIDS Program (MAP) for Africa has made US$500 million 
available to governments to combat HIV/AIDS. While IDA initially expected it 
would take three years to commit the MAP funding, high demand led to the 
commitment of virtually all of the MAP facility within 15 months. Another 
15 projects are being funded through a second US$500-million MAP loan 
(MAP2), which was approved in February 2002. In addition to MAP2 funding, 
in FY 2002 Bank support for HIV/AIDS operations in Africa amounted to over 
US$300 million, and an additional US$155 million was committed for projects 
in the Caribbean region. The Bank is heavily involved in international efforts 
to combat the disease. The Bank is one of eight co-sponsors of UNAIDS 
(which spearheads the UN’s response to the crisis). The Bank is also fostering 
private-public partnerships designed to accelerate the development of an 
HIV/AIDS vaccine for use in developing countries. The Bank is an active 
partner in the Global Fund to Fight AIDS, Tuberculosis, and Malaria that was 
launched at the G-8 Summit in Genoa. The Bank, along with UNAIDS and the 
World Health Organization, hold ex-officio (non-voting) seats on the Board of 
the Global Fund. The Bank is also the Trustee of the Global Fund, with 
responsibility for the collection, investment and management of funds, 
disbursement of funds to countries and programs, and financial reporting. 


During negotiations for the 13th replenishment of IDA (IDA13), IDA donors 
agreed that all IDA financing for HIV/AIDS projects in the poorest IDA countries 
(those that do not also have access to IBRD financing) will be provided on a 
grants basis. For richer IDA countries, donors agreed that 25 per cent of IDA 
financing for HIV/AIDS projects will be provided on a grants basis. 
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The IDA13 Replenishment—Enhancing Support 
for Country Ownership 


In July 2002, 39 donor governments concluded negotiations on the 

13" replenishment of the International Development Association (IDA1 3). 
Their report was endorsed by Bank Governors at the institution’s annual 
meeting in September 2002. The IDA13 period runs from July 2002 to 
June 2005. The IDA Deputies’ Report, which serves as the IDA13 policy 
framework, is available on the Bank’s Web site. 


Donors agreed to a total IDA13 replenishment of SDR 18 billion (roughly 
equivalent to US$23 billion). Donors will provide about 60 per cent of this 
amount. The remainder will be funded from repayment flows on outstanding 
IDA loans and net income transfers from the IBRD. Canada agreed to maintain 
its 3.75 per cent donor share during the IDA13 period, which equates to 
C$690.4 million. This amount will be paid in three equal annual installments 
over the 2003-2005 period. This contribution makes Canada the seventh 
largest IDA donor. 


In terms of operational priorities, IDA donors and Bank management 

agreed that IDA will link its operations more closely to country-owned poverty 
reduction strategies. Within the framework of support for PRSPs, donors 
have stressed the need for IDA to invest in people, especially through 
education, health and basic infrastructure, and by strengthening public sector 
management. They reiterated the IDA12 objective of having Africa account 
for half of IDA allocations. 


Donors also agreed to a key innovation in IDA financing. During the 

IDA13 period, IDA for the first time will be able to provide substantial grants, 

as opposed to interest-free loans, for certain specific purposes. After a series 

of difficult negotiations, in which Canada played a strong mediating role, 

donors agreed that IDA could provide grants in the range of 18-21 per cent 

of total IDA13 financing. Within the overall grants level of 18-21 per cent of 

IDA13 financing, donors have suggested that grants be directed at: 

1. support for post-conflict countries (up to 100 per cent grants for this type 
of operation); 

2. support for reconstruction following natural disasters (up to 100 per cent 
grants for this type of operation); 

3. support for HIV/AIDS programs in all IDA countries (up to 100 per cent 
grants for the poorest, IDA-only clients and up to 25 per cent grants for 
richer, |IDA-blend clients);® 


8 IDA borrowers are divided into two categories: “IDA only” and “IDA blend.” The latter 
are generally characterized by higher per capita incomes and are usually considered 
creditworthy for non-concessional IBRD loans as well as concessional IDA financing. IDA-only 
countries are the poorest borrowers and they are not considered creditworthy for IBRD 
non-concessional lending. 
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4. support for IDA clients with per capita incomes under US$360 that are 
vulnerable to longer-term debt sustainability problems (up to 40 per cent 
grants for operations in these countries); and 


5. support for other IDA clients with per capita incomes under US$360 (up to 
23 per cent grants for operations in these countries). 


Donors will review the experience with grants at the IDA13 mid-term review 
that will be held in late 2003. 


At the insistence of IDA donors, management has agreed to focus more 
heavily on measuring the development results of IDA operations. During the 
IDA13 period, management will develop specific outcome-based benchmarks 
for assessing the effectiveness of IDA assistance. 


IDA donors also urged IDA to be more selective in its operations and to 

work closely with other development partners, on the basis of comparative 
advantage. They reaffirmed the importance of IDA’s performance-based 
allocation mechanism, and especially the high weight it assigns governance. 
They also requested that management assess the impact of this allocation 
mechanism on poverty levels. At the same time, they recommended that IDA 
show greater flexibility with respect to allocations to post-conflict countries 
where there has been little opportunity to establish policy track records. 


/DA—Focused on the World’s Poorest 


Established in 1960, IDA is the single most important source of external 
development support for the world’s poorest countries. IDA provides some 
US$8 billion annually in highly concessional long-term financing to 
79 countries, home to 2.4 billion people, of whom 80 per cent live on less than 
US$2 a day and 40 per cent survive on less than US$1 a day. From July 2002 
IDA was also able to provide a significant portion of its financing to the poorest 
IDA-eligible countries on a grants basis. 


Eligibility for IDA concessional lending is based primarily on an assessment of 
an individual country’s per capita income. In FY 2002 the operational cut-off 
for IDA eligibility was US$884 per capita. A number of small island states with 
per capita incomes above this threshold are also eligible for IDA concessional 
financing given their limited capacity and high vulnerability to external shocks. 


IDA helps provide access to improved social services such as schools, 
hospitals and clinics, and clean water and sanitation services. IDA also 
supports investments aimed at improving productivity and creating 
employment. 


To ensure that its resources are used effectively, IDA allocations to clients are 
governed by performance criteria that are heavily focused on good 
governance. 
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Canada’s Financial Participation in the IBRD and IDA 


IBRD 


Canada is a fully paid shareholder of the IBRD, with a capital share of 
2.85 per cent and voting share of 2.79 per cent. A relatively small proportion 
of this capital is required to be “paid-in’—about 6 per cent overall, but just 
3 per cent in the last capital subscription. The remainder is “callable” in the 
unlikely event that the IBRD needs it from member countries. Callable capital 
represents a contingent liability for shareholders. The IBRD leverages paid-in 
capital to raise financing in international capital markets for its lending 
program. The IBRD’s capital adequacy is regularly reviewed and the 
institution’s capital is replenished through occasional general capital 
increases. The last general capital increase was in 1988. 


Canada’s Total IBRD Subscriptions 
and Contributions Committed 
(in millions of US dollars) Of which paid-in Of which callable 
5,403.8 334.9 5,068.9 


IDA 


As IDA concessional financing does not generate a financial return, its 
operations are underwritten entirely from donor contributions, loan fees and 
repayments of principal on its outstanding loans, as well as allocations from 
IBRD net income. To meet Canada’s $690.4-million obligation under IDA13, 
the Government will issue demand notes in fiscal years 2002-03, 2003-04 
and 2004-05, each valued at $230.133 million. The note for 2002-03 was 
fully encashed on February 28, 2003. The remaining notes will be encashed 
in the years that they are issued. 


Canada’s Contribution to IDA13 Canada’s IDA13 Canada’s IDA13 
(July 2002—June 2005) Donor share Voting Share 
(in millions of Canadian dollars) (per cent) (per cent) 
690.4 SAS: 2.46 
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Canada’s Priorities at the World Bank 


Canada’s positions are based on our international development goals 
and foreign policy priorities and our strong interest in maintaining the financial 
integrity of the World Bank and its operations. 


Poverty Reduction and Human Development 


Canada has long been a key player in international efforts to assist the 
poorest and strongly supports poverty reduction as the overarching objective 
of the World Bank. As such, Canada endorses the Poverty Reduction Strategy 
Paper process, under which developing country governments develop and 
implement broad-based poverty reduction strategies in partnership with the 
donor community. The Bank has increasingly recognized that poverty 
reduction cannot be addressed in isolation. Private sector development, good 
governance, strengthening public expenditure management and the 
monitoring of non-productive expenditures (especially military), external debt 
and environmental sustainability are just a few of the factors that need to be 
considered in designing strategies to help improve the living standards of the 
poor. In the case of small states, the Bank has to take into account additional 
factors of economic and physical vulnerability and limited capacity. 


Canada strongly supports the Bank’s efforts to increase the prominence 
of social sector issues in macroeconomic stabilization programs. Good 
macroeconomic policy is key to boosting growth and reducing poverty. 

At the same time, adequate attention to social issues must be an essential 
part of macroeconomic stabilization and sustainable development goals. 


Seventy-five per cent of the world’s poor live in rural areas and, in 

October 2002, the Executive Board endorsed the Bank’s new rural 
development strategy. The strategy was drafted following consultations held 
over a two-year period with governments, NGOs, academics and the private 
sector. The strategy reconfirms that agriculture is the main source of overall 
economic growth and poverty reduction in many poor countries. The strategy 
envisages 20-per-cent annual increases in Bank financing for the agricultural 
sector over the next two years. 


The rural strategy, however, also recognizes the importance of the non-farm 
rural economy. Through its interventions, the Bank aims to improve 
infrastructure and financial and social services for the rural poor. Under the 
rubric of its rural strategy, the Bank will promote a Global Forum for Rural 
Development that will include major donor agencies. The Forum will serve as 
a focal point for awareness building, advocacy, analytical and policy work on 
rural subjects, coordination of assistance and co-financing. 


The Bank’s rural development strategy, entitled Reaching the Rural Poor, is 
available on the Bank’s Web site at www.worldbank.org. 
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Canada’s Voting Record 


World Bank Executive Board decisions are traditionally taken on a consensus 
basis, without resorting to a formal vote. On occasion, however, individual 
Executive Directors have been unable to join the Board consensus. On 
June 18, 2002, the Canadian Executive Director abstained on a proposed 
IFC investment in Usha Beltron in India, given concerns about oversupply in 
the global steel market. On July 26, 2002, the Honourable John Manley, as 
Governor representing Canada on the World Bank Board of Governors, 
opposed the proposal to provide World Bank Executive Directors with a 
3.8-per-cent increase in remuneration, since it was significantly higher than 
the 2.5-per-cent increase approved for the World Bank President. 


Education 


Canada considers education to be a critical factor in development and 
strongly supports recent efforts by the Bank to increase support to this sector. 
Commitments to education in FY 2002 amounted to US$1.4 billion, up from 
US$1.1 billion in FY 2001 and roughly double the US$730 million committed 
in FY 2000. The Bank also provides important non-lending support for 
education through its analytic and policy advisory work. The Bank has also 
focused heavily on girls’ education. Guinea provides a good example of the 
progress that can be made. With the support of Bank financing, Guinea has 
been able to expand girls’ enrolment in primary school by 12 per cent 
annually since 1991. This was achieved despite a very weak 
macroeconomic environment. 


Canada has worked in collaboration with the Bank and other agencies 
in support of the Education for All (EFA) Initiative.2 The Minister of Finance 
reinforced Canada’s support for EFA in statements to the World Bank-IMF 
Development Committee and during G-7 Finance Ministers’ meetings. 


Canada strongly supports the Bank's efforts to develop a “fast-track” initiative 
to assist countries with good education strategies. The fast-track initiative 
was developed by the Bank, in close cooperation with the G-8 Education 
Task Force,'° and it was endorsed by Development Committee members in 
April 2002. In June 2002 the Bank listed 18 countries as potential candidates 
for fast-track donor support, of which 10-12 candidates are expected to be 


9 At Dakar, Senegal, in April 2000, education and development ministers from across the 
globe established the six education goals: gender equality in primary and secondary 
schooling by 2005 and gender equality in all education by 2015; universal primary education 
of good quality by 2015; a 50-per-cent improvement in adult literacy by 2015; an expansion 
of early childhood care and education; equitable access by youth and young adults to 
appropriate learning and life skills programs; and improved education quality. 


10 ~ task force of senior officials established by G-8 leaders at the 2001 Genoa Summit 
to review means of improving international support for the Millennium Development Goals 


for education. 
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ready for support in early 2003. For its part, Canada will be increasing its 
support for education programs, including their emphasis on gender parity, 
in Tanzania and Mozambique. Canada will contribute $10 million annually to 
each country for the next five years over and above current commitments. 


Development Effectiveness 


Ensuring the effectiveness of the Bank’s operations has long been a key 
Canadian objective. This entails more than just reducing costs and saving 
money. Effectiveness requires selectivity, clear priority setting and efficient 
service delivery. The Bank needs to operate in those areas where its 
assistance can be productively used and where it has a clear comparative 
advantage. The Bank is exercising greater selectivity by focusing on reforming 
states and good performers. In the case of IDA credits, allocations are based 
on performance criteria. In order to monitor country performances in a 
meaningful manner, the Bank is focusing on incorporating poverty-related 
outcome indicators to measure real results, including such indicators as child 
malnutrition and child and maternal mortality. 


The Bank continues to strengthen its efforts to improve development 
effectiveness through a renewed emphasis on the quality of its project 
portfolio. More vigilance is now exercised at the project preparation and 
supervision stages, and this has led to an improvement in the number of 
projects that are meeting their development objectives. For FY 2002 the 
Operations Evaluation Department (OED) estimated that 80 per cent of Bank 
projects had satisfactory ratings in terms of meeting their development 
objectives. This represents a steady increase since 1997, when only 73 per 
cent of projects were rated satisfactory. Recent OED evaluations point to a 
particular improvement in the performance of projects in Africa, following a 
determined effort by Bank management to improve project management. 


Coordination and harmonization of programs is another critical element of 
effective development assistance. Canada has consistently urged the Bank to 
forge stronger partnerships with other multilateral organizations—including the 
United Nations—and bilateral donors on the basis of comparative advantage. 


Gender Issues 


Canada actively promotes gender issues as a priority for World Bank 
operations. World Bank lending in almost all sectors includes activities that 
specifically benefit women and girls. Following a review of its gender strategy, 
management committed to integrate gender issues into Bank Country 
Assistance Strategies and to work with developing countries and external 
partners to identify appropriate strategies to promote gender equality. In 2001 
the Bank published a major policy research report, Engendering 
Development—Through Gender Equality in Rights, Resources, and Voice. 
The report, which informs the Bank’s gender strategy, concluded that there is 
strong empirical evidence that gender inequalities tend to slow development, 
while gender equality helps to lower infant mortality, improve nutrition, and 
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lower fertility and HIV/AIDS transmission rates. CIDA is currently working 
closely with the Bank to improve the Bank’s capacity in gender equity issues. 
To expand the exchange of knowledge with its development partners, the 
Bank provides a number of statistical indicators on gender on its Web site. 


Private Sector Development 


The private sector plays an important role in virtually all development 
challenges, from protecting the environment to assisting in privatization in 
transition economies. Canada has maintained that the Bank Group’s 
fundamental priority for private sector development is to create an enabling 
environment for investment and sound regulatory frameworks for the private 
sector to develop in a sustainable fashion. In 2001 the Bank Group began 
consultations with governments, the private sector, NGOs and multilateral 
agencies on a private sector development strategy. Based on this consultative 
process, the Bank Group’s Private Sector Development Strategy was formally 
endorsed by Executive Directors in February 2002. The strategy relates to two 
broad themes: extending the reach of markets and improving the delivery of 
basic services. The key elements of the strategy include fostering a sound 
investment climate; providing direct support for private firms; Supporting 
private participation in infrastructure; increasing the role of the private sector 
in assisting public sector efforts to achieve universal and affordable access 

to social services; and creating a new approach to more effectively target 
subsidies to the poor to improve service delivery. Canada has encouraged 
this increasingly coordinated approach to private sector development. 


In FY 2002 the IBRD and IDA together committed US$330 million in lending 

in direct support of private sector development. An important example of 

the private sector’s role in development is the growing impact of microcredit 
operations (relatively small loans made to the poor by grassroots organizations 
such as the Grameen Bank in Bangladesh). With a small investment, these 
organizations have been successful in improving the living conditions of 

the poor—particularly women—in developing countries. Evidence from 

these operations is compelling; it shows that the poor can be very good 
entrepreneurs as well as very good credit risks. 


The Consultative Group to Assist the Poorest (CGAP), which includes 

the Bank, Canada, 25 other multilateral and bilateral donors and two private 
organizations, was established in 1995 to support the development and 
expansion of sustainable institutions that provide microfinancing services 

to the poor. In September 2002, CGAP members renewed the Group's 
mandate for a third term (from 2008 to 2008). 
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Microcredit: The Consultative Group to Assist the Poorest 


Microcredit is an important development instrument in the world’s poorest 
countries. In FY 2002 CGAP committed US$7.8 million to expand microcredit 
operations in the world’s poorest countries. Canada strongly supports CGAP 
efforts to expand microcredit, which is now moving into its third phase. 


CGAP’s third phase will centre on the following four strategic priorities: 

mw fostering a diversity of financial institutions that serve the poor; 

m facilitating the poor’s access to a wide range of flexible, convenient 
financial services; 

m improving the availability and quality of information on the performance of 
microfinance institutions; and 

m promoting a sound policy and legal framework for microfinance. 

CGAP will work in each of these four strategic areas by providing technical 

assistance, developing and setting standards, advancing Knowledge and 


information sharing, and offering training and capacity-building services 
together with other actors. 


More information on CGAP is available on the Web at www.cgap.org. 


Good Governance and Anti-Corruption 


Canada is an advocate of strong Bank support for improved public and 
corporate sector governance. Over the past decade governance has been 
mainstreamed into the Bank’s adjustment and investment lending, and more 
recently into its country analytical work. Stress on governance is reflected in 
the Bank lending numbers for FY 2002. Support for rule of law and public 
sector reform and institution strengthening accounted for 27 per cent of Bank 
operations, compared to an annual average of 15 per cent in the mid-1990s. 


The Bank’s governance strategy, Reforming Public Institutions and 
Strengthening Governance, stresses the need for the Bank to strengthen its 
tools for evaluating the quality of a country’s institutions and for assessing a 
country’s readiness to initiate specific governance reforms. The Bank’s Public 
Expenditure Reviews (PERs) and Financial Accountability Assessments (FAAs) 
in individual countries will focus increasingly on institutions responsible 

for budget decision making and implementation, while the more recently 
introduced Institutional and Governance Reviews will facilitate institutional 
analysis in other areas of public sector reform. In FY 2002 the Bank 
conducted 24 PERs and 20 FAAs. 
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Since 1997 anti-corruption activities have been integral components of the 
Bank’s public sector management portfolio. The Bank has helped put in place 
more than 600 anti-corruption programs in nearly 100 borrowing countries 
and has mainstreamed anti-corruption issues into its Country Assistance 
Strategies. The Bank has amended its procurement guidelines to strengthen 
the procedures for disqualifying bidders, temporarily or permanently, from 
future Bank-financed projects if it finds evidence of fraud or corruption. Since 
the inception of its anti-corruption policy, the Bank has debarred 74 firms or 
individuals from receiving Bank contracts because of their involvement in 
corruption or the misuse of Bank funds. Two companies or individuals were 
debarred in FY 2002. 


In its efforts to promote better governance practices, the World Bank 
Institute has established close working relations with the Parliamentary Centre 
in Canada and with international organizations. 


The Toronto Centre 


Recognizing the need to strengthen financial sector regulation and 
supervision in crisis economies, in 1997 the Government of Canada and the 
World Bank established the Toronto International Leadership Centre for 
Financial Sector Supervision. The Toronto Centre provides experience-based 
training for senior financial Supervisors and regulators in emerging markets, 
putting them in a stronger position to fulfill their responsibilities and thereby 
reducing the severity and frequency of financial crises. It focuses on the 
leadership dimension of the Supervisory function, offering pragmatic 
programs based on the premise that experience is the best teacher. The 
Toronto Centre has trained nearly GOO senior public servants from more than 
110 countries. In 2000 it began joint programs with the Financial Stability 
Institute in Basle, Switzerland, and initiated regionally focused programs in 
regional settings. 


The Bank has provided US$1.25 million in funding to the Toronto Centre over 
the past three years. The IMF has contributed US$1.1 million since 2000. 
The Bank for International Settlements announced a contribution of 
US$500,000 over 2000 and 2002. Canadian funding for the Toronto Centre 
has been provided by CIDA and several Canadian banks (Canadian Imperial 
Bank of Commerce, The Bank of Nova Scotia, Royal Bank of Canada and 
TD Bank Financial Group). 


The Toronto Centre can be reached through its Web site at 
www.torontocentre.org. 
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Environmentally Sustainable Development 


The Canadian government, alongside Canadian NGOs, has long been a 
vocal advocate of the need for the Bank to better integrate environmental 
considerations into its operations. The Bank has estimated the economic 
costs of environmental degradation in many developing countries to 

be, on average, in the range of 4 to 8 per cent of GDP. Under its 
environmental strategy, the Bank is moving to improve its environmental 
safeguard system and to mainstream environmental policies and issues into 
its loan and policy dialogue work. The Bank also works closely with clients 
to help them introduce and implement their own environmental safeguard 
systems to help them manage their resources more sustainably. 


While the Bank is mainstreaming environmental considerations into 

the broad range of its operations, the number of direct environmental 
investments it Supports varies from year to year. In FY 2002 the share 

of direct environmental lending in overall Bank lending operations decreased 
to 2 per cent from 4 per cent in FY 2001. 


The Bank has been particularly active in the area of climate change. As an 
implementing agency of the Montreal Protocol’s Multilateral Fund, the Bank 
supports projects in 18 countries and has committed US$479 million in 
financing since 1991 for some 785 projects to assist enterprises in developing 
countries convert to ozone-friendly technologies. 


Together with the United Nations Development Programme and United 
Nations Environment Programme, the Bank is an implementing agency of 
the Global Environment Facility (GEF). Through the GEF, the Bank supports 
projects in four key areas: climate change, biodiversity conservation, 
phase-out of ozone-depleting substances and protection of international 
waters. Negotiations among 32 donor governments, including Canada, 

on the third replenishment of the GEF concluded in August 2002 with the 
agreement endorsed by the World Bank Board in December 2002. Donors 
agreed to the highest replenishment ever by pledging US$2.92 billion over 
the 2002-06 period. Canada agreed to maintain its 4.28-per-cent share of 
the replenishment, which translates into C$158.94 million over four years. 
This represents a substantial increase from our GEF-2 contribution of 
C$122 million. Donors also agreed to stronger monitoring of the development 
and environmental impacts of GEF operations. 
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| US$100-million BioCarbon Fund 


In November 2002 the Bank launched the US$100-million BioCarbon 
Fund—a private/public partnership aimed at providing financing to reduce 
greenhouse gas emissions. The Fund will help farmers and rural communities 
in developing countries earn income from their agricultural lands and forests 
from sequestering or conserving carbon through agro-forestry and planting 
legume trees to improve soil fertility and conservation tillage. Fourteen 
companies and governments have indicated their interest in supporting 
investments in biocarbon sinks and have signed a memorandum of 
understanding with the BioCarbon Fund. The signatories range from power 
utilities to insurance companies and include Suncor Energy Inc. Participants 
in the Fund are interested in obtaining emission reduction credits that they 
may be able to use to meet regulatory requirements or voluntary 
commitments to reduce greenhouse gas emissions. 


The BioCarbon Fund will complement two other Bank-managed carbon 
funds—the Prototype Carbon Fund and the Community Development 
Carbon Fund. 


The World Bank, as the world’s largest single lender for sustainable 
development projects, worked closely with the organizers of the World 
Summit on Sustainable Development (WSSD) held in Johannesburg, 

South Africa, in August and September 2002. At WSSD the Bank launched 
the 2003 World Development Report, which focused on sustainable 
development issues and launched six specific initiatives: the Global Village 
Energy Partnership, the Community Development Carbon Fund, the Amazon 
Rainforest Programme, the Agricultural Science Assessment Programme, 
the Gas Flaring Initiative and a Poverty and Environment Publication. At 
President James Wolfensohn’s request, following WSSD, Bank management 
established a senior task force to assess outcomes of the Summit and to 
identify actions for the Bank. 


In October 2002 the Executive Board approved a revised Forestry Strategy for 
the World Bank aimed at improving both the quality of forest environmental 
protection and the livelinoods of some 500 million people living in extreme 
poverty who depend on forests. The strategy was modified following an 
Operations Evaluation Department review which determined that the two 
central objectives of the Bank’s previous forest strategy—slowing 
deforestation and increasing forest cove—were not being achieved. Revisions 
to the strategy were drafted after a four-year consultative process involving 
governments, NGOs, the private sector and other relevant stakeholders. The 
strategy replaces the previous blanket prohibition on financing logging in 
primary moist tropical forests with targeted prohibitions on financing logging in 
critical forest areas. It also replaces the previous list of preconditions for Bank 
support for forest investment, which could rarely be met by either developed 
or developing countries, with an analytical approach to identify the status of 
national forest policy and practices and the means of bringing about lasting 
improvements in forest conservation and development outcomes. 
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World Development Report 2003: Focus on Sustainable 
Development 


In August 2002, on the eve of the World Summit on Sustainable 
Development that convened in Johannesburg, the World Bank released its 
World Development Report (WDR) for 2003. The WDR focused on 
sustainable develooment and argued that new alliances are needed at the 
local, national and global levels to better address environmental issues. The 
WDR stressed that if low-income countries are to achieve the Millennium 
Development Goals, they will need to grow at a rate of 3.6 per cent on 
average in a sustainable manner. 


The WDR emphasized the importance of governance to sustainable 
development. Misguided policies and weak governance in the past have 
contributed to environmental disaster, income inequality and social 
upheavals. It stressed the need for governments in developing countries to 
become more accountable and transparent and to focus more on ensuring 
that poor people have access to education, health care and basic services. 
The WDR also argued that the burden for development must be shared more 
widely. In particular, it suggested that both reducing trade barriers, including 
agricultural subsidies, and increasing aid transfers are essential elements 
for improving the lot of the poorest. 


The 2003 WDR is available on-line at www.worldbank.org. 


Trade and Development 


Canada recognizes that the capacity of small nations, emerging economies 
and other developing countries to participate effectively in the global trading 
system is an important component of a comprehensive approach to growth 
and poverty reduction. Canada has stressed the need to incorporate trade 
sector capacity building in Bank Country Assistance Strategies and nationally 
developed Poverty Reduction Strategy Papers. 


The objectives of the Bank’s work in the trade area cover three distinct but 
complementary areas: 


at the global level, promotion of change in the world trading system to 
support development, including activities to promote a pro-development 
Doha outcome and work with bilateral agencies and NGOs to promote 
the trade and development agenda; 


at the regional level, promotion of effective cooperation, through 


both analytical work and active support for cross-cutting issues such 
as standards and trade liberalization; and 


at the national level, promotion of trade issues in country strategies, 
including targeted country analysis and technical support. 
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In July 2002, in a move that highlights the increased importance of trade 

in the institution’s work, management established a Trade Department. 

The Trade Department provides a single venue for accountability within the 
Bank for trade-related work, including capacity-building work, global advocacy 
on trade-related development issues based on research findings, Support 

for trade strategies at the regional and country levels and research on 

trade issues. 


In addition, the Bank is working with five other institutions in the context of 
the Integrated Framework for Trade-Related Technical Assistance (IF).11 The 
IF has evolved into an important vehicle for mainstreaming trade issues into 
least developed country development strategies in a coordinated fashion, with 
the World Bank playing the role of lead institution. The Bank’s intellectual and 
financial commitment to this project is critical to the success of the IF in both 
the short and long term. Canada is a strong supporter of the IF and, 

in addition to providing policy advice, contributed C$1 million to the IF Trust 
Fund. Canada is also one of two donor representatives on the IF Working 
Group and as such is a full partner with the six agencies in setting future 
directions for the IF. 


Transparency and Accountability 


Recognizing that transparency and accountability are fundamental to ensuring 
the longer-term sustainability of the Bank Group’s operations and that the 
“demonstration effect” of the Bank’s own policies is important for developing 
country governments, Canada has been a major proponent of increased 
openness at the Bank. Canada and other donors have pushed the Bank and 
borrowing countries to improve consultations with local people—civil society 
organizations (CSOs) and NGOs—in borrowing countries, not only in the 
design and implementation of projects but also in the preparation of key policy 
documents, such as Country Assistance Strategies. The Bank has responded 
to concerns from shareholders by making public a growing number of 
documents. Following extensive Bank consultations with governments, Civil 
society, the private sector and the media, the Bank’s revised disclosure policy 
came into effect In January 2002. 


Under this new policy, the Bank now discloses to the public: 


e documentation outlining key actions supported by a Poverty Reduction 
Support Credit following loan approval by Executive Directors; 


© program documents for other adjustment loans, with the consent of 
the borrower, following Executive Board approval of the operation; 

e abroad range of Operations Evaluation Department reports after they have 
been released to Executive Directors; 


11 The othér participants in the IF are the IMF, International Trade Centre, United Nations 
Conference on Trade and Development, United Nations Development Programme and 
World Trade Organization. 
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e environmental safeguard assessments for all projects before project 
appraisal begins; 

¢ concluding remarks of the Executive Board chair on Country Assistance 
Strategies, Transitional Support Strategies and CAS Progress Reports that 
are themselves disclosed; 


e concluding remarks on policy and strategy papers on a case-by-case 
basis; and 


e archived documents after 20 years (or five years for types of documents 
now routinely disclosed). 


Substantial headway was made during the 13 IDA replenishment 
negotiations in expanding transparency and policy dialogue with borrowers 
and civil society. For the first time six representatives of IDA borrowers 
participated in formal discussions of the IDA policy framework. IDA donors 
also decided to release all of their background policy discussion papers to 
the public in draft form and took the unprecedented step of seeking public 
comment on their draft report, which defines the IDA13 policy framework. 


Transparency also requires better consultation with those affected by projects 
that the Bank supports. Under President James Wolfensohn, the Bank was 
the first multilateral organization to establish an independent panel to consider 
outside complaints. Any group that may be affected by a Bank-supported 
project has the right to request that the panel investigate whether the Bank 
has abided by its policies and procedures. Canada has been one of the major 
supporters of the work of the Inspection Panel. Since its inception in 1994 
the panel has received 27 formal requests for inspections, including 3 in 

FY 2002, and it has found sufficient grounds to proceed with 24 inspections. 
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Inspection Panel Requests in 2002 


In FY 2002 the Inspection Panel received three new requests for inspection 
relating to the Bujagali hydropower project in Uganda, the Papua New 
Guinea governance promotion adjustment loan and the Paraguay reform 
project for the water and telecommunications sectors. In addition, the Panel 
itself registered a request for inspection of the Argentina SEGBAV power 
distribution project. The Panel has conducted two other investigations 
received in 2001 that relate to the Chad petroleum development and pipeline 
project and the India coal sector environmental and social mitigation project. 


During 2002 the Executive Board considered the Panel’s reports on the 
Bujagali project and the Chad-Cameroon pipeline project. In the case of the 
former, the Board approved management’s recommendations to address the 
Panel’s findings. Management committed to amending the indemnity 
agreement between Uganda and the Bank to examine alternative sources of 
power, closely monitoring future electricity demand and costs to consumers, 
providing environmental assessments of the Nile Basin Initiative and 
encouraging multi-stakeholder consultations on additional power project 
elements at the Bujagali site. In the case of the Chad-Cameroon project, 
management pledged to follow up to ensure compliance with Bank 
environmental and social impact policies and procedures, to intensify its 
monitoring and supervision efforts and to strengthen the capacity of 
governments to ensure that project benefits are channelled towards poverty 
reduction. During the Board discussion, Canada was successful in ensuring 
that specific timelines were incorporated into the Bank’s action plan for 
capacity building. 


The Bank engages with civil society across a broad range of activities, 
including providing input for poverty assessments, national environmental 
action plans and other key Bank analytical tools. Particular emphasis has 
been placed on expanding partnerships with outside groups as more Bank 
operations are framed in the context of Poverty Reduction Strategy Papers, 
which embody participatory approaches at the macro level. CSO and NGO 
representatives from developing countries are now consulted regularly in 
the preparation of Bank Country Assistance Strategies. Information on the 
participation of CSOs and NGOs is now included in Bank project 

appraisal documents. 


The NGO-World Bank Committee, a formal mechanism for policy dialogue 
established in 1982, has evolved into the World Bank-Civil Society Thematic 
Forum, which will convene a broader range of CSOs, including representatives 
from NGOs, trade unions, community organizations, small farmers’ groups, 
religious institutions and women’s organizations. An annual report is published 
on the Bank’s relations with civil society, and the Bank maintains a Web site 
(wbIn001 8.worldbank.org/essd/essd.nsf/NGOs/home). 
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Within Canada NGOs have participated in a regular series of government 
meetings and conferences on such issues as multilateral debt, the 
environment, IDA and Africa. The Canadian government has benefited 
greatly from the expertise and advice offered by Canadian NGOs on a broad 
range of development issues. Through this collaborative process, the views 
of Canadian NGOs have helped shape Canada’s position in Bank project 
and policy discussions. 


The World Bank’s Business Plan and Administrative Budget 


Recognizing that its corporate planning needs to be more closely aligned 

with efforts to achieve the Millennium Development Goals, the Bank has 
moved to a three-year budgetary and corporate-planning cycle. The Bank’s 
administrative budget for FY 2002 was US$1,589.7 million. This represented a 
4.6-per-cent real increase over the FY 2001 budget. In June 2002 Executive 
Directors approved a total administrative budget of US$1,672.6 for FY 2003. 


FY 2002 IBRD Financial Results 


As a development institution, the IBRD does not maximize profit. Instead, 

it aims to earn a return on its assets that is sufficient to ensure its financial 
strength and sustain its development activities on an ongoing basis. The IBRD 
usually earns a net return on its assets of about 1 per cent per annum. In 

FY 2002 the IBRD managed to achieve a net return on assets of 1.3 per cent, 
despite increases in provisions. The IBRD’s main financial risk rests with the 
credit quality of its disbursed loan portfolio. At the end of FY 2002 the IBRD’s 
equity-to-loans ratio, which is a Summary measure of the institution’s 
risk-bearing capacity, was 22.9, compared to 21.5 in FY 2001. These levels 
are considered sustainable. 


During FY 2002 Cédte d’lvoire, the Republic of Congo and the Democratic 
Republic of Congo cleared all of their arrears to the Bank and were restored to 
accrual status. This, in turn, permits new Bank lending. No countries entered 
non-accrual status in FY 2002. However, given the increase in the credit risks 
in 2002 in some major IBRD borrowers, the IBRD has increased its 
provisioning levels. 


The Bank follows very conservative borrowing and hedging policies. In 

FY 2002 the IBRD raised US$22.05 billion, before swaps, in medium- and 
long-term debt on international capital markets to fund its operations. This 
was US$5 billion higher than in FY 2001. The increase in borrowing in FY 
2002 was primarily attributable to the replacement of both maturing assets 
and issues called. All proceeds from new funding are initially invested in the 
IBRD’s liquid asset portfolio until they are required for IBRD operations. 
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Allocation of FY 2002 Net Income 


IBRD net income in FY 2002 was US$1.09 billion, 12 roughly US$400 million 
higher than in FY 2001. IBRD net income helps to meet other development 
needs. In addition to providing funding for IDA operations and heavily indebted 
poor country (HIPC) debt reduction, net income allows the IBRD to respond to 
unforeseen humanitarian crises and to provide grants, from time to time, for 
other development causes. 


IBRD net income supports development objectives. In July of each year 
Executive Directors recommend to Governors specific allocations from the 
previous year’s net income. IBRD “allocable” net income, after reserves and 
interest waivers, was US$1.9 billion in FY 2002. Governors approved allocations 
from FY 2002 net income of US$300 million to IDA, US$240 million to the HIPC 
Trust Fund and US$93 million to the Bank’s Pension Reserve. The remainder of 
FY 2002 net income was transferred to the Bank’s general reserve. 


How to Access Information at the World Bank 


The World Bank’s Public Information Centres, in Washington and in many 
of the Bank’s regional offices, provide a wide range of Bank documents, 
including: 

mg project information documents; 


m project appraisal documents (after approval by the Board of 
Executive Directors); 


m country economic and sector work documents and sectoral 

policy papers; 

the annual report and the World Development Report; 

Monthly Operational Summary and International Business Opportunities; 
environmental data sheets, assessments, analyses and action plans; 
World Debt Tables and Global Development Finance; and 

Operations Evaluation Department précis. 


These materials and a variety of World Bank and World Bank Institute 
special studies are available through the Bank’s InfoShop located at: 


1776 G Street N.W. 

Washington, DC 20433, USA 
Phone: (202) 458-5454 

Fax: (202) 522-1500 

E-mail address: pic@worldbank.org 


_ Additional up-to-date information is also available on the Internet at 
_ www.worldbank.org/html/pic/PIC.htmI. 


12 The World Bank (IBRD) prepares its financial statements in accordance with generally 
accepted accounting principles and international accounting standards. The Bank’s financial 
statements are reviewed by an external auditor. The IBRD’s financial statements and IDA’s 
special-purpose statements for FY 2002 were reviewed by Deloitte Touche Tohmatsu and 
are included in the World Bank’s Annual Report for 2002. 


53 


REPORT ON OPERATIONS UNDER THE 


Managing Canada’s Interests at the World Bank 


Finance Minister John Manley, as Canada’s Governor at the World Bank, 

is responsible for the management of Canada’s interests at the Bank. 
Minister Manley exercises his influence through exchanges of views at the 
Development Committee and annual meetings of the Board of Governors 
of the Bank, and through discussions with the President of the Bank. Within 
the Develooment Committee, Minister Manley represents the interests of 
Canada and all other members of the Canada/Ireland/Commonwealth 
Caribbean constituency. 


The Department of Finance consults closely with CIDA and the Department 
of Foreign Affairs and International Trade (DFAIT) in formulating Canadian 
policies related to Bank issues. Len Good, the President of CIDA, is Canada’s 
Alternate Governor for the World Bank. 


Governors have delegated decision making for a wide variety of day-to-day 
operational, policy and administrative matters to the Bank’s Executive Board. 
The Executive Board formally approves all loans, credits, projects and 
World Bank policies, discusses Country Assistance Strategies and provides 
strategic advice to Bank management as appropriate. Of 24 Executive 
Directors on the Board, 12 are from developing and transition countries and 
12 from developed countries. Marcel Massé, who was elected Executive 
Director in September 2002 by constituency Governors, replacing 

Terrie O’Leary, represents Canada and the 12 other members of the 
constituency. In 2002 the Canadian Executive Director sat on the Executive 
Board’s Personnel Committee, which is charged with oversight of the 
Bank’s staffing policy. 


Canada’s Office at the World Bank 


One of the key roles of the office is to provide advice and assistance to 
Canadian individuals and businesses on doing business with the Bank. 

The Executive Director’s office helped introduce roughly 1,000 Canadian 
businesses to such opportunities through seminars and workshops held 
across the country and by organizing direct contacts in Washington. Beyond 
its formal work, the office provides a valuable bridge between the Bank and 
Canadian constituents—individuals, NGOs, federal and provincial agencies, 
associations, the academic community and parliamentarians, among others. 


In addition to the Canadian Executive Director’s office, the Canadian Embassy 
in Washington has established an Office for Liaison with International Financial 
Institutions that can advise Canadians on how to participate in Bank-financed 
projects. The office can be reached at (202) 682-7719. 


Another point of contact for Canadian businesses is the Bank’s Business Web 
page at www.worldbank.org/opportunities. Canadian firms, organizations and 
institutions that are interested in pursuing Opportunities created by Bank- 
financed projects should consult the Bank’s Web site on a regular basis. 
Information on CIDA’s cooperation with and support for World Bank and World 
Bank-supported programs can be found at www.worldbank.org/canada. 


Organization of the Office 


The Executive Director is supported in his daily work by a Caribbean 
Alternate Executive Director, three senior advisors (two Canadian and one 
lrish), three advisors (two Canadian and one Caribbean) and three locally 
hired administrative staff. The office works closely with the Canadian 
government—particularly with the Department of Finance, CIDA and DFAIT. 
The Department of Finance coordinates Canada’s policy advice and 
channels it to Canada’s Executive Director, and through him to World 


Bank management. 


Structure of the Executive Director’s office: 


Executive Director 


Alternate Executive Director 


Senior Advisor 
Senior Advisor 
Senior Advisor 
Advisor 

Advisor 

Advisor 

Executive Assistant 
Program Assistant 
Team Assistant 
Phone/fax 


Marcel Masse (Canada) 

Sharon Weber (Caribbean) 
Grant Cameron (Canada) 
Francois Pagé (Canada) 

Donal Cahalane (Ireland) 
Stephen Free (Canada) 

Hieu Tom Bui (Canada) 
Barrington O’Neil Bryce (Caribbean) 
Deborah Wooldridge 

Monica Morris 

Danielle Pierre 

(202) 458-0082/(202) 477-4155 


Address MC-12-175, 1818 H Street N.W. 
Washington, DC 20433, USA 
mmasse@worldbank.org 
dwooldridge@worlidbank.org 


Canadian Procurement at the World Bank 


Canadian firms benefit from Canada’s World Bank membership by accessing 
procurement opportunities under World Bank-financed loans. Canadian 
expertise in the power, environmental, engineering, human resources, health, 
education, telecommunications, financial and transportation sectors has led to 
procurement opportunities for Canadian firms for developing country projects 
around the globe. In FY 2002 Canadian companies provided US$130 million 
in goods and services under Bank-funded projects with, as in past years, 
consulting services accounting for approximately half this amount. Canadian 
companies such as Tecsult International, SNC-Lavalin, CRC SOGEMA, 
Gowlings Consulting Inc., LEA International, Roche Consulting Inc., Wardrop 
Engineering, Hydro-Québec International, Econoler, Experco Limitee, Acres 
International, Wayne Dunn & Associates, SaskPower, SaskTel International, 
Whyte Reynolds International Inc., Terra Housing Inc, Geomar International 
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and others that have been successful in gaining financing from the World 
Bank were joined in 2002 by a number of first-time Canadian players. In 2002 
Systeq Instruments Canada Inc., Haus International Holding Ltd. and Datek 
Industrial Technologies won contracts for road construction and gas 
develooment and conservation in China. 


The Canada Mortgage and Housing Corporation, Canada Post and the 
Canadian Manufacturers and Exporters, to name but a few, were among the 
Canadian corporations that increased their level of activities Supported by 
Bank financing. The Université de Sherbrooke, Université du Québec a 
Montréal, the University of Alberta, the University of Manitoba and York 
University joined the ranks of organizations collaborating with the Bank. The 
Canadian Petroleum Institute, with the World Bank Institute, organized 

a training session in Calgary that involved more than 30 energy sector 
specialists from developing countries. The Executive Director’s office 
collaborated with several Canadian private sector companies and government 
agencies to promote business opportunities with the Bank. Through 

their participation in Canada in several events and conferences such as 
International Development Days, the Annual Meeting of the Atlantic Geomatic 
Industry and special events organized by the World Trade Centre in Montréal 
and Ontario Export, Bank representatives provided information to the 
Canadian private sector on how to do business with the Bank. 


Trust Fund Activities 


Consultant trust funds (which, in Canada’s case, are financed by CIDA 

and administered by the Bank) are a significant source of funds for identifying 
and preparing Bank projects, programs or analytical work focused on 

poverty reduction. These trust funds are intended to support the participation 
of Canadian consultants with limited prior involvement in activities funded by 
the Bank. In FY 2002 the Board of Directors approved a package of reforms 
for consultant trust funds which simplify and standardize existing eligibility 
criteria. These reforms have resulted in new standardized consultant trust fund 
framework agreements for all donors. The changes strengthen the alignment 
of the consultant trust funds with the Bank’s overall strategic development 
priorities and resource-planning processes. They also improve management 
and strengthen oversight of the consultant trust funds. The Bank introduced a 
5-per-cent fee for its administration of these funds. 


CIDA’s framework agreement with the Bank, signed in June 1995, governs 

all of its other trust fund arrangements with the Bank, the World Bank 

Institute and the Global Environment Facility. These overall trust fund programs 
include trust funds for persistent organic pollutants (C$20 million), the 
Prototype Carbon Fund (US$10 million), the Public-Private Infrastructure 
Advisory Facility (C$500,000) and the Cities Alliance (C$800,000). CIDA has 
established a separate C$5-million trust fund with the World Bank Institute 
that enables the organization to engage Canadian expertise in the preparation 
and delivery of its training programs in countries eligible for Canadian Official 
Development Assistance. Allocations are made annually to five or six World 
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Bank Institute programs, based on their compatibility with Canadian 
development assistance priorities. In FY 2002 CIDA entered into new trust 
fund arrangements, including the Nile Basin Initiative. 


For further information on Canadian consultant trust funds, contact 
Stéphane Charbonneau, Commercial Counsellor at the Canadian Embassy in 
Washington (phone [202] 682-7719; fax [202] 682-7789) and Francois Pagé, 
Senior Advisor at the Executive Director’s office (phone [202] 458-0082: 

fax [202] 477-4155). Information is also available on the CIDA Web site at 
www.acdi-cida.gc.ca 


International Finance Corporation 


The International Finance Corporation (IFC), created in 1956, supplements 
the activities of the IBRD and IDA by providing financing on commercial terms 
for productive private sector enterprises that lack access to private capital 
markets. The institution is the largest multilateral source of loan and equity 
financing for the private sector in the developing world. The institution 
provides both loans and equity investments; loans represent 75 per cent 

of the IFC’s disbursed portfolio. Through its co-financing arrangements, 

it leverages substantial private financing for development purposes. By 
investing alongside the IFC (as Canadian financial institutions have done since 
the mid-1990s through their participation in the IFC loan syndication program) 
investors gain valuable access to potential new customers, attain a 
high-yielding asset and, given the IFC’s good relations with developing 
country governments, benefit from a degree of implicit political risk coverage. 


In FY 2002 the IFC approved investment commitments of US$3.6 billion 

for 204 projects in the developing world. Of this amount, US$518 million was 
mobilized through loan syndications. The number of IFC loan syndications 

in FY 2002 was lower than in 2001, given an uncertain international economic 
and financial environment and its impact on investor appetite for activities in 
developing countries. Of the US$3.1 billion of the IFC’s own financing, 
US$1.98 billion was provided in the form of loans, US$335 million in the form 
of other types of guarantees and risk management products, and 

US$776 million as equity investments and quasi-equity investments. The 

IFC earned net income of US$215 million in FY 2002, compared to 

US$345 million in FY 2001. 


While the bulk of the IFC’s financing is provided to middle-income countries, 
the institution is increasingly targeting frontier markets (countries, such as 
those in Africa, traditionally of little interest to private investors). Canada 
supports this stronger focus on frontier markets, while recognizing the 
difficulties posed by higher business costs and financial risks. 


In 2002 the IFC implemented a reorganization plan that is geared to moving its 
operations closer to its clients. Under this plan, the institution will decentralize 
considerable decision-making authority to regional offices. All IFC regional 
directors now operate from regional offices. 
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Canada supports a number of technical assistance programs through 

the IFC’s Technical Assistance Programme, which was instituted in 1988 and 
manages technical assistance programs funded by bilateral and multilateral 
donors. At the end of FY 2002 the program comprised 40 trust funds that 
focused on frontier markets, high-impact sectors and small and medium-sized 
enterprises. In addition to its consultant trust funds with the IFC, CIDA has 
also provided funding for the South East Europe Enterprise Facility, the 
Mekong Project Development Facility, the Private Enterprise Partnership and 
the Foreign Investment Advisory Service. 


Canada maintains a 3.45-per-cent share of IFC capital. It has paid-in 
US$81.3 million to the IFC’s capital stock. Given the risks associated with its 
financial operations, all of the IFC’s authorized capital is paid-in. 


Canada’s Financial Participation in the IFC 


Subscriptions Voting Power 
Total (% of total) (% of total) 
US$81.3 million 3145 3.39 


Multilateral Investment Guarantee Agency 


The Multilateral Investment Guarantee Agency (MIGA) was created in 1988 
to encourage foreign investment in developing countries by providing viable 
investment insurance against non-commercial risks (e.g., expropriation, 
transfer restrictions, breach of contract, and war and civil disturbance), 
thereby improving or creating investment opportunities. MIGA’s Canadian 
clients include Barrick Gold Corporation, Hydro-Québec International and 
The Bank of Nova Scotia. 


In FY 2002 MIGA approved 58 guarantees totalling US$1.4 billion for 

38 projects, of which 14 were in IDA-eligible countries. MIGA estimates that 
its guarantees facilitated US$4.7 billion in foreign direct investment. During 
FY 2002 MIGA also increased its support for investors from developing 
countries: it supported 11 projects involving sponsors from the developing 
world, compared to 8 in FY 2001. 
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Canada’s Financial Participation in MIGA 


7 ____ Subscriptions ; Voting Power 
Total (% of total) (% of total) 
US$56.535 million 3.29 2.90 


Of which paid-in $10.732 million 
Of which callable $45.803 million 


Future Challenges 


That millions of the world’s poorest are unable to share in the benefits 

of globalization is both an economic and moral issue, and has made 
development a prominent theme of G-8 meetings and of policy discussions 
in other multilateral fora (e.g., in the UN system, regional summits and World 
Trade Organization negotiations). Effective use of scarce resources is central 
to international discussions of development issues. At the International 
Conference on Financing for Development in March 2002, developed and 
developing country leaders agreed that more must be done to channel 
resources in support of development and that, for their part, developing 
countries have a responsibility to ensure that these resources are used 
effectively. Donors, conscious of the uneven results of decades of Official 
Development Assistance, want to ensure that scarce assistance resources 
produce quantifiable results. This requires stronger efforts by developing 
countries to create sound policy and institutional environments. The Bank, 
as the world’s largest provider of development financing, will play a crucial role 
in providing advisory and financial assistance to countries to help strengthen 
their economic, social and governance policies. 


More effective measurement and monitoring of development results is a 
critical element of the development effectiveness agenda and Canada will 
continue to stress the importance of results-based indicators. While the 
Bank has embarked on a program to improve its results measurement and 
monitoring, adapting and refining the Bank’s results measurement work to 
different developing country poverty reduction strategies will be a substantial 
challenge over the medium term. 


Recognizing the importance of country-owned development strategies, the 
major challenge for the future will be to orient the Bank’s operations towards 
those clients which have strong economic and governance frameworks in 
place and to help convince countries with weak policy frameworks of the 
need to alter their policies. As the Bank moves increasingly to support 
nationally owned development strategies, its key challenge will be to work 
with developing country governments and civil society to ensure that there is 
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sufficient capacity on the ground to develop and implement these strategies. 
The Bank will also have to work increasingly with other partners, both 
multilateral and bilateral, on the basis of their comparative institutional 
strengths, to improve the quality and effectiveness of development assistance 
within individual countries. 


Without careful attention to the unique needs of individual countries, the Bank 
will be unable to meet its objectives of improving the quality of its operations 
and strengthening its development impact. Moreover, the effectiveness of the 
Bank’s own operations must be enhanced through closer partnerships with 
bilateral donors and international organizations. Cooperation with UN 
agencies, in terms of measuring global and national progress towards the 
Millennium Development Goals, will be key, given the high operational priority 
the Bank attaches to helping countries achieve these goals. 


Establishing clear development priorities and being more selective in its 
operations will be critical to future success. Canada will continue to stress 
the need for the Bank to be much more selective and transparent in 

its operations. 
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JOINT ISSUES 


Overview 


The IMF and the World Bank are important institutions for Canada, each 
playing a unique role in the international economic and financial system. 
Nevertheless, there are key areas where the mandates of the two Bretton 
Woods institutions overlap, or where there is a requirement for close 
cooperation and coordination of activities. Indeed, at the Halifax Summit 
in 1995, G-7 leaders asked that efforts be made to increase cooperation 
and coordination between the IMF and the World Bank. The heads of 
both institutions have put considerable effort into fulfilling that objective. 
Two particular examples—the joint preparation of a proposed program of 
assistance for HIPCs and cooperation in addressing financial sector reform— 
are examined below. 


Both the World Bank and the IMF are actively involved with the United Nations 
and member governments in following up on the conclusions of the 

United Nations International Conference on Financing for Development, held 
in Monterrey, Mexico, in March 2002, and the World Summit on Sustainable 
Development, held in Johannesburg, South Africa, in August and 

September 2002. 


At Monterrey and Johannesburg, governments committed to stay fully 
engaged—nationally, regionally and internationally—to ensure proper follow-up 
and implementation of agreements and commitments reached at the 
Monterrey conference, and to continue to build bridges among development, 
finance and trade organizations and their initiatives. As part of this, they called 
for greater cooperation among existing institutions, based on a clear 
understanding and respect for their respective mandates and governance 
structures. Governments called for a follow-up international conference 

to review the implementation of the consensus, with the modalities of that 
conference decided on by 2005. 


Agreement was also reached to use a series of discussions among the 

UN and the governing bodies of other major stakeholders—the Bank, Fund 
and World Trade Organization (WTO)—to help further follow-up efforts. These 
would include periodic discussions among representatives of the UN and 
intergovernmental representatives at the Bank, Fund and WTO; discussions at 
the annual Bank/Fund spring meeting with UN and WTO representatives; and 
discussions at the High Level Dialogue in the UN General Assembly each fall, 
to which representatives of stakeholder institutions would be invited. 
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Strengthening Financial Sectors 


Problems in the financial sector, especially the banking system, can disrupt 
growth and macroeconomic stability and can spill over regionally and 
internationally, as shown by the emerging market financial crises of the late 
1990s. In response to concerns about such problems, the IMF and World 
Bank are devoting increasing attention to financial sector issues. Discussions 
in both institutions in the past couple of years have focused on how they can 
assist member countries to establish and maintain sound financial systems. 


The special Financial Sector Liaison Committee, composed of senior staff 
from the IMF and the World Bank, helps ensure effective collaboration 
between the two institutions on financial sector issues and enhance 
operational coordination on work in the financial sector in individual countries. 


To help identify and evaluate vulnerabilities in financial systems, and assess 
observance of core principles, standards and good practices by member 
countries, the IMF and World Bank introduced the joint Financial Sector 
Assessment Program (FSAP) on a one-year pilot basis in May 1999. All 

12 FSAP pilot missions were completed by April 2000. After a review of the 
experience with the FSAP pilot, the IMF and World Bank agreed to extend 
the FSAP and expand the coverage to up to 24 countries per year. By the 
end of 2002 over half of the IMF’s 184 members had either participated in 
the FSAP or had volunteered to do so in the near future. 


Information on financial system standards assessed under the FSAP is 

used to support Fund surveillance through the Financial System Stability 
Assessments (FSSAs), which are provided to the Executive Board as 
background to the Article IV consultation process. The summary assessments 
of standards contained in FSSAs become the Reports on the Observance 

of Standards and Codes modules. 


The FSSAs include a form of “peer review” in that they are prepared with 

the participation of outside experts drawn from national Supervisory agencies. 
This represents the operationalization of Canada’s financial sector peer 
review proposal made at the IMF meetings in April 1998. 


Canada was the first industrialized country to undergo an FSSA. IMF and World 
Bank staff and outside specialists from Australia, Brazil, Germany, Sweden and 
the United States conducted a pilot review of Canada’s financial system in 
October 1999. The results of the peer review were released in the staff report 
for the 2000 Article IV consultation with Canada. Overall, the assessment 

found Canada’s financial system to be among the soundest in the world 

(see www.imf.org/external/pubs/cat/longres.cfm?sk=3420.0). 


It is important that the Fund continue to help countries with limited resources 
and administrative capacities implement key codes and standards through the 
provision of advice and technical assistance. To help this important work, 
Canada is a founding contributor to the joint IMF/World Bank Financial Sector 
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Reform and Strengthening Initiative, which was launched in the spring of 2002 
and will provide technical assistance to help countries address financial sector 
weaknesses identified in FSAPs and Reports on the Observance of Standards 
and Codes. 


The international financial institutions’ mandate to strengthen financial 
systems, promote good governance and fight corruption encompasses 

the enhancement of a country’s capacity to combat money laundering and 
financial abuse. At the Prague IMF/World Bank annual meetings in 2000, the 
International Monetary and Financial Committee asked the Fund to explore 
how to incorporate work on financial abuse, particularly with respect to 
international efforts to fight money laundering, into its activities. As a result, 
in April 2001 the Fund’s Executive Board agreed the IMF would take 

the following steps to enhance the international efforts to counter 

money laundering: 


e intensify its focus on anti-money laundering elements in all relevant 
supervisory principles, in particular by developing a methodology for 
enhancing the assessment of financial standards relevant to countering 
money laundering; 


e work more closely with major international anti-money laundering groups; 
e increase the provision of technical assistance in this area; 


e include anti-money laundering concerns in its surveillance and other 
operational activities when relevant to macroeconomic issues; and 


e undertake additional studies and publicize the importance of countries 
acting to protect themselves against money laundering. 


In addition, the Fund and Bank recognized the Financial Action Task Force 

40 Recommendations as the appropriate international anti-money laundering 
standards and agreed to adapt those Recommendations that are relevant to 
their mandates. As indicated in the “Strengthening Financial Sectors” section 
on page 15, it was agreed following the events of September 11 that the Fund 
would extend its involvement beyond money laundering to efforts aimed at 
countering terrorist financing. In this respect, the Fund has added the Financial 
Action Task Force’s 8 Special Recommendations on terrorist financing to the 
list of standards and codes useful to the operational work of the Fund and has 
adopted a comprehensive methodology for anti-money laundering and 
terrorist financing assessments. 


Following the recommendation of the Financial Stability Forum, the IMF also 
agreed to carry out assessments of offshore financial centres (OFCs) to help 
them identify and reduce vulnerabilities in their financial systems. Since 

the program was first launched in late 2001, the IMF has completed OFC 
assessments for 17 jurisdictions. To help provide technical assistance in the 
Caribbean region, the Fund, in close collaboration with Canada, established 
the Caribbean Regional Technical Assistance Centre (CARTAC), which 
became operational in September 2001. Canada is the largest single donor to 
CARTAC, which is designed to strengthen the region's technical capability in 
financial sector regulation and supervision, tax administration and other areas. 
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Multilateral Debt Relief 


In September 1996 the IMF and World Bank launched the Heavily Indebted 
Poor Countries Initiative (HIPC Initiative) to reduce the unsustainable debt 
burdens of the world’s poorest countries. After a review of the HIPC Initiative in 
1999, anumber of modifications were approved to provide faster, deeper 

and broader debt relief and to strengthen the links between debt relief, poverty 
reduction and social policies. Currently 42 countries are being considered 

for assistance under the HIPC Initiative. Of these, it is likely that 38, including 
Guyana—a member of Canada’s constituency at the Bank—will benefit from 
the initiative. 


Good progress has been made. As of the end of December 2002, 

26 countries were benefiting from debt relief under the HIPC Initiative. 

Six of them (Bolivia, Burkina Faso, Mauritania, Mozambique, Tanzania and 
Uganda) have completed the HIPC process and received irrevocable debt 
relief. These countries will receive over US$40 billion in debt relief under 
the HIPC Initiative and additional measures and they will benefit from an 
average two-thirds reduction in their debt burdens. 


With the relatively stronger HIPC cases making good progress, further 
progress on the overall initiative will require closer examination of how best 
to bring the eight conflict-affected HIPC countries’ into the process. 

Their special circumstances could merit flexible treatment. However, many 
countries emerging from conflict have serious governance problems that 
could undermine assistance efforts; these governance issues will need to 
be addressed before the international community can engage meaningfully 
with them. 


Maintaining long-term debt sustainability in HIPCs will also be a challenge, 
given the global economic slowdown. The economic weakness of many 
HIPCs leaves them vulnerable to exogenous shocks, such as a fall in primary 
commodity prices, which could alter their debt sustainability prognosis. 


13 Burundi, Central African Republic, Congo (Democratic Republic of), Congo (Republic of), 
Liberia, Sierra Leone, Somalia and Sudan. 


Canada’s Actions in Support of the HIPC Initiative 


Canada has been at the forefront of international efforts for a swift and 
decisive approach to the debt burdens of the world’s poorest countries, both 
multilaterally and bilaterally. Multilaterally, Canada has consistently advanced 
the debt relief agenda by: 


m leading efforts in the G-7 for the enhanced HIPC debt initiative 
(announced in September 1999), as well as continually working to 
improve the effectiveness of the initiative, as evidenced by Canada’s 
leadership role on the G-7 Leaders Statement on Debt Relief, issued at 
the Kananaskis Summit in June 2002; 


= committing C$75 million in Budget 2003 to further debt relief efforts, 
bringing our total contribution to the HIPC debt relief trust funds at the 
IMF (C$65 million) and World Bank (C$250 million) to C$315 million. This 
will help to ensure timely debt relief for deserving countries; 


m calling on all bilateral creditors to follow Canada’s lead and to put in place 
a moratorium on debt payments from reforming HIPCs; 


m supporting the provision of additional debt relief (“topping-up” assistance) 
at the completion point of the HIPC process for those countries negatively 
affected by, for example, falling commodity prices. Canada has also called 
for a more generous method of calculating the amount of debt relief that 
should be offered to countries in need of topping-up assistance; and 


m calling for flexibility in linking HIPC debt relief to the Poverty Reduction 
Strategy Paper process to avoid delaying debt relief to deserving countries. 


Bilaterally, Canada is helping the poorest countries by: 


m no longer collecting debt payments from 11 reforming HIPCs on loans 
outstanding as of March 31, 1999; this took effect on January 1, 2001, 
under the Canadian Debt Initiative (CDI); in 2001 this moratorium freed up 
about C$75 million in debt payments for other uses; 


m forgiving, also under the CDI, all remaining debts owed to Canada for 
eligible countries that have completed the HIPC process; in 2002 Canada 
cancelled all debts owed by Tanzania (C$83.6 million) and Bolivia 
(C$10.2 million); HIPCs participating in the CDI owe Canada a combined 
C$700 million; 

m forgiving C$1.3 billion in Official Development Assistance (ODA) debt to 
46 developing countries since 1978, including all of its ODA debt to 
22 HIPCs, at a cost of C$900 million; of the HIPCs, only Myanmar 
(formerly Burma) currently has ODA debt to Canada; and 


m providing development assistance since 1986 on a grant basis so as to 
avoid worsening the debt problems in the poorest countries. 
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ANNEX 1 
Active IMF Lending Arrangements—As of December 31, 2002 

Date of Expiration Amount Undrawn 
Member arrangement _ _ date approved _ balance 

(in SDR millions) 
Stand-By Arrangements—Total 55,829.10 30,204.69 
Argentina! March 10, 2000 March 9, 2003 16,936.80 7,180.49 
Bosnia and Herzegovina August 2, 2002 November 1, 2003 67.60 36.00 
Brazil! September 6, 2002 December 31,2003 22,821.12 18,256.90 
Bulgaria February 27, 2002 February 26, 2004 240.00 156.00 
Dominica August 28, 2002 August 27, 2003 3.28 ee 
Guatemala April 1, 2002 March 31, 2003 84.00 84.00 
Jordan July 3, 2002 July 2, 2004 85.28 74.62 
Lithuania August 30, 2001 March 29, 2003 86.52 86.52 
Peru February 1, 2002 February 29, 2004 255.00 255.00 
Romania October 31, 2001 April 29, 2003 300.00 165,33 
Turkey February 4, 2002 December 31, 2004 12,821.20 2,892.00 
Uruguay! April 1, 2002 March 31, 2004 2,128.30 1,016.60 
Extended Fund Facility Arrangements—Total 4,288.00 1,926.24 
Indonesia February 4, 2000 December 31, 2003 3,638.00 1,376.24 
Serbia and 
Montenegro May 14, 2002 May 13, 2005 650.00 550.00 
1 Includes amounts under the Supplemental Reserve Facility. 
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Active IMF Lending Arrangements—As of December 31, 2002 (cont’d) 


Member 


Date of 
arrangement 


Expiration 
date 


Poverty Reduction and Growth Facility arrangements—Total 


Albania 
Armenia 
Azerbaijan 
Benin 
Cambodia 
Cameroon 
Cape Verde 
Chad 
Congo, Dem. Rep. of 
Céte d'Ivoire 
Djibouti 
Ethiopia 
Gambia 
Georgia 
Guinea 
Guinea-Bissau 
Guyana 
Kenya 
Kyrgyzstan 
Lao People’s 
Democratic Republic 
Lesotho 
Madagascar 
Malawi 
Mali 
Moldova 
Mongolia 
Mozambique 
Nicaragua 
Niger 
Pakistan 
Rwanda 
Sao Tomé and 
Principe 
Sierra Leone 
Tajikistan 
Tanzania 
Uganda 
Vietnam 
Zambia 
Total 


June 21, 2002 

May 23, 2001 

July 6, 2001 

July 17, 2000 
October 22, 1999 
December 21, 2000 
April 10, 2002 
January 7, 2000 
June 12, 2002 
March 29, 2002 
October 18, 1999 
March 22, 2001 
July 18, 2002 — 
January 12, 2001 
May 2, 2001 
December 15, 2000 
September 20, 2002 
August 4, 2000 
December 6, 2001 


April 25, 2001 
March 9, 2001 
March 1, 2001 
December 21, 2000 
August 6, 1999 
December 21, 2000 
September 28, 2001 
June 28, 1999 
December 13, 2002 
December 22, 2000 
December 6, 2001 
August 12, 2002 


April 28, 2000 
September 26, 2001 
December 11, 2002 
April 4, 2000 
September 13, 2002 
April 13, 2001 

March 25, 1999 


June 20, 2005 

May 22, 2004 

July 5, 2004 

March 31, 2004 
February 28, 2003 
December 20, 2003 
April 9, 2005 
December 6, 2003 
June 11, 2005 
March 28, 2005 
January 17, 2003 
March 21, 2004 
July 17, 2005 
January 11, 2004 
May 1, 2004 
December 14, 2003 
September 19, 2005 
August 3, 2003 
December 5, 2004 


April 24, 2004 
March 8, 2004 
November 30, 2004 
December 20, 2003 
August 5, 2003 
December 20, 2003 
September 27, 2004 
June 27, 2003 
December 12, 2005 
December 21, 2003 
December 5, 2004 
August 11, 2005 


April 27, 2003 
September 25, 2004 
December 10, 2005 
June 30, 2003 
September 12, 2005 
April 12, 2004 
March 28, 2003 


Amount Undrawn 
approved balance 
(in SDR millions) 
4,520.21 2,428.18 
28.00 24.00 
69.00 39.00 
80.45 64.35 
27.00 8.08 
58.50 8.36 
111.42 47.74 
8.64 6.18 
47.60 10.40 
580.00 160.00 
292.68 234.14 
19.08 5.45 
100.28 31.29 
20.22 hee 
108.00 58.50 
64.26 38.56 
14.20 9.12 
54.55 49,00 
190.00 156.40 
73.40 49,96 
Si70 18.11 
24.50 10.50 
79.43 45,39 
ASS 38.67 
euler 12.90 
110.88 83.16 
28.49 24.42 
87.20 16.80 
97.50 90.54 
59.20 25.36 
1,083.70 689.12 
4.00 3.43 
6.66 4.76 
130.84 56.00 
65.00 57.00 
135.00 15:06 
13.50 12.00 
290.00 165.80 
278.90 41.38 
64,637.31 34,559.11 
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ANNEX 2 


IBRD Loans and IDA Credits— 


Fiscal Year 2002 (July 1, 2001 — June 30, 2002) 


IDA 


IBRD 
Amount Amount No. 
(in millions of US dollars) 

By area 
Africa 41.8 3,751.6 65 
East Asia and Pacific 982.4 Whe ee 7, 
Europe and Central Asia 4,894.7 628.9 48 
Latin America and the Caribbean 4,188.1 1 too 53 
Middle East and North Africa 451.8 102.7 14 
South Asia 893.0 2,615.4 eae) 
Total 11,451.8 8,067.6 229 
By theme 
Economic management 0.0 536.0 
Public sector governance 2,042.9 1,384.9 
Rule of law 60 en §) 
Financial and private sector 

development 4,809.8 Teel 
Trade and integration 10:6 20:0 
Social protection and risk 

management 358.0 969.7 
Social development, gender, 

inclusion 30.0 110.0 
Human development 1,513.4 1,058.9 
Urban development 1,183.6 507.3 
Rural development 779.7 14/7 42.6 
Environment and natural 

resources management 218.9 322.8 
Total 11,451.8 8,067.6 


Total 


. Amount. 


3,793.5 
1,773.6 
5,523.6 
4,365.8 

554.5 
3,508.4 


19,519.4 


536.0 
3,927.8 
10.0 


6,589.5 
34.3 


927.6 
140.0 
2,999.3 
1,690.9 
2,022.3 


541.7 
19,519.4 
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ANNEX 3 
IBRD Loans and IDA Credits to Developing Countries 
IBRD IDA Total 
No. Amount No. Amount No. Amount 


(in millions of US dollars) 


By fiscal year (July—June) 


Cumulative to 1968 549 11,418.14 116 1,831.8 665 13,249.9 
Total 1969-73 374 8,917.8 273 3,931.6 647 12,849.4 
Total 1974-78 666 24,372.38 376 7,947.4 1,042 32,319.7 
Total 1979-83 711 44 908.0 518 16,368.1 1,229 61,200.11 
1983-84 129 11,947.2 106 3,575.0 235 Tyo22i2 
1984-85 131 11,356.3 105 3,028.1 236 14,384.4 
1985-86 131 13,178.8 oi G, 199.9 228 16,318.7 
1986-87 127 14,188.2 108 3,485.8 235 17,674.0 
1987-88 118 14,762.0 og 4,458.7 Cat 19322055 
1988-89 179 16,433.2 106 4,933.6 225 21,366.8 
1989-90 124 15,1 (97 101 5,922.0 222 20,701.7 
10-07) 126 16,3922 103 6,293.3 229 22,685.5 
toI-O2 12 15,156.0 110 6,549.7 ee 2:1;705-4 
A9SZ-93 122 16,944.5 123 6,751.4 245 23,695.9 
1993-94 124 14,243.9 104 B.59ZA 228 20,836.0 
1994-95 134 16,852.6 108 5,669.2 242 22,0248 
1995-96 129 14,656.0 127 6,864.0 256 21,520.0 
1996-97 144 14,525.0 100 4,622.0 241 19,1470 
1997-98 151 21,086.2 135 7,507.8 286 28,594.0 
1993-99 131 22,182.3 145 6,811.8 276 28,994. 1 
1999-00 7 10,918.6 126 4,357.6 223 15;276.2 
2000-01 91 10,487. 134 6,763.5 225 17,250.6 
2001-02 96 11,451.8 133 8,067.6 229 19,519.4 


Total 4,630 371,557.8 3,453 135,072 8,083  506,629.8 
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ANNEX 4 


Disbursements by IBRD and IDA Borrowers: 


IBRD IDA Total 

Amount Amount Amount 
(in millions of US dollars) 
By calendar year 

Cumulative to December 1960 ~=183.5 - 133.5 
1961 8.2 8.2 
1962 So 7 3,7 
1963 5.6 7.4 13.0 
1964 Ai 1.8 6.5 
1965 5.4 he 8.1 
1966 11.6 Se 16.9 
1967 13,2 14.7 27.9 
1968 6.3 7.8 14.4 
1969 4.4 11.0 15.4 
1970 0.5 13 8.9 
1971 val Zi2 13:3 
1972 15 230 12.8 
1973 12.4 5.1 ple 
1974 15,8 8.4 24.2 
1975 22.1 15.0 Bf. 1 
1976 254 10.8 36.5 
1977 34.5 4.8 39.3 
1978 26,1 0 31.6 
1979 44.4 8.1 B20 
1980 sy 7.8 59.3 
1981 94.3 14.5 108.8 
1982 19.0 17.8 92.6 
1983 82.3 26.9 109.2 
1984 92.6 54.3 146.9 
1985 94.3 39.7 134.0 
1986 184.8 46.8 231.6 
1987 (January-June) 92.8 23.4 116.2 
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ANNEX 4 


Disbursements by IBRD and IDA Borrowers: 
Goods and Services From Canada—To June 30, 2002 (cont'd) 


IBRD IDA Total 
Amount Amount Amount 
(in millions of US dollars) 


By fiscal year 


1987-88 ikea 47.4 229:5 
1988-89 197.0 45.0 242.0 
1989-90 164.0 41.0 205.0 
1990-91 139.0 34.0 1630 
1991-92 131.0 38.0 169.0 
1992-93 1510 41.0 192.0 
1993-94 115.0 69.0 184.0 
1994-95 123.0 48.0 171.0 
1995-96 169.0 56.0 220.0 
1996-97 113.0 42.0 15826 
1997-98 82.0 3220 114.0 
1998-99 69.0 Sr.0 106.0 
1999-00 7O.0) 22.0 95.0 
2000-01 45.0 15:0 60.0 
2001-02 48.0 16.0 64.0 
Total 2,926.0 902.0 3,828.0 
Per cent of total disbursements 2.4 1.8 PLY 


Per cent of FY 2002 
disbursements Poe 4 2468} 2.28 
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ANNEX 5 


IBRD Loans and IDA Cumulative Lending by Country— 


As of June 30, 2002 


IBRD loans 


IDA loans Total loans 
Amount Amount No. Amount 
(in millions of US dollars) 

Borrower or guarantor 
Afghanistan _ 230.1 20 230.1 
Africa region 259.8 50.5 13 310.3 
Albania - 656.9 47 656.9 
Algeria 5,728.4 - 70 5,728.4 
Angola — 310.8 11 310.8 
Argentina 18,947.4 - 114 18,947.4 
Armenia 12.0 683.9 28 695.9 
Australia 417.7 - rg Alter 
Austria 106.4 - 9 106.4 
Azerbaijan $ 531.1 18 531.1 
Bahamas 42.8 - a) 42.8 
Bangladesh 46.1 9,913.7 174 9,959.8 
Barbados 118.4 — 2 118.4 
Belarus 192.8 - 4 192.8 
Belgium 76.0 - 4 76.0 
Belize 86.2 - 9 86.2 
Benin - 784.5 53 784.5 
Bhutan _ 64.3 9 64.3 
Bolivia 299.3 Ieee 79 AW ai te’ 
Bosnia and Herzegovina - 511.5 39 Bi 1.3 
Botswana 280.7 15,8 25) 296.5 
Brazil 31,945.6 - 277 = 31,945.6 
Bulgaria 1,533.1 - 26 1,533.1 
Burkina Faso 1.9 1,185.5 56 136505 
Burundi 4.8 824.5 52 829.3 
Cambodia - 478.3 19 478.3 
Cameroon 1,347.8 WA26 72 2,473.8 
Cape Verde - 178.4 wa 178.4 
Caribbean region 83.0 43.0 6 126.0 
Central African Republic = 448.5 re i 448.5 
Chad 39.5 836.5 42 876.0 
Chile 3,684.9 19.0 63 3,703.9 
China 26,129.2 9,946.7 239 36,075.9 
Colombia 10,499.14 19.5 165 10,518.6 
Comoros = TAS 18 119.1 
Congo, Democratic Republic of 330.0 1,651.5 68 1,981.5 
Congo, Republic of 216.7 273.3 24 490.0 
Costa Rica 938.5 5.5 40 944.0 
Céte d’lvoire 2,887.9 2,042.5 87 4,930.4 
Croatia 983.6 - 18 983.6 
Cyprus 418.8 - 30 418.8 
Czech Republic 776.0 - 3 776.0 
Denmark 85.0 - 3 85.0 
Djibouti - 125.6 15 125.6 
Dominica 4.0 16.3 5 20.3 
Dominican Republic 896.7 22.0 34 918.7 
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IBRD Loans and IDA Cumulative Lending by Country— 


As of June 30, 2002 (cont’d) 


IBRD loans IDA loans Total loans 
Amount Amount No. Amount 
(in millions of US dollars) 

Ecuador Zleod 36.9 TE 10 QVCO 
Egypt, Arab Republic of 4,547.5 1,984.0 105 653115 
El Salvador 963.2 29,0 30 988.8 
Equatorial Guinea - 45.0 9 45.0 
Eritrea - 385.4 14 385.4 
Estonia 1507 - 8 ake: #7 
Ethiopia 108.6 Sat 82 3,888.1 
Fiji 152.9 - 12 152.9 
Finland 316.8 - 18 316.8 
France 250.0 - 1 250.0 
Gabon 227.0 ~ 14 EA ae) 
Gambia = 259.2 28 259.2 
Georgia - 649.8 28 649.8 
Ghana 207.0 4,016.4 110 4,223.4 
Greece 490.8 - Ve 490.8 
Grenada 10.0 16.5 4 26.5 
Guatemala 18253 - 38 1,ocor 
Guinea 15.2 1,293.2 59 1,368.4 
Guinea-Bissau - 285.9 23 285.9 
Guyana 80.0 307.6 29 387.6 
Haiti 2.6 626.5 37 629.1 
Honduras rae) T2506 63 1.97550 
Hungary 4,333.6 - 40 4 SOO 
Iceland 47.1 - 10 47.1 
India 29,690.4 28,844.6 434 -58;5350 
Indonesia 210% 2.0 1,468.1 297 ~=29,040.4 
lran, Islamic Republic of 2,290.1 - 41 2,290.1 
lraq 156.2 - 6 156.2 
Ireland 152.5 —- 8 1b25 
Israel 284.5 - WA 284.5 
Italy 399.6 - 8 399.6 
Jamaica 1,001.0 - 66 1453160 
Japan 862.9 ~ 31 862.9 
Jordan 2,044 i 85.3 68 Oe) 
Kazakhstan, Republic of 1,883.6 - 22 1,883.6 
Kenya 1,200.7 rein 125 4,44382 
Korea, Republic of 15,647.0 110.8 120. 17on6 
Kyrgyzstan - 621.4 2a) 621.4 
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ANNEX 5 


IBRD Loans and IDA Cumulative Lending by Country— 


As of June 30, 2002 (cont’d) 


IBRD loans IDA loans Total loans 
Amount Amount No. Amount 
(in millions of US dollars) 
Lao People’s Democratic Republic - 662.6 32 662.6 
Latvia 395.8 - 18 395.8 
Lebanon 1,048.6 ~ 20 1,048.6 
Lesotho Tao.0) 331.8 31 486.8 
Liberia 156.0 114.5 oO 21 
Lithuania 490.9 - 17 490.9 
Luxembourg 120 - 1 12.0 
Macedonia 
(Former Yugoslav Repubic of) 276.0 o78.7 26 654.7 
Madagascar 32.9 2,164.5 86 2,197.4 
Malawi 124.1 1,956.6 79 2,080.7 
Malaysia 4,150.6 - 88 4,150.6 
Maldives - 64.9 ri 64.9 
Mali 1.9 1,565 65 1507 \zZ 
Malta v0 - 1 7.5 
Mauritania 146.0 Tooy 4s 882.7 
Mauritius 459.7 20.2 oT 479.9 
Mexico 3G,021.1 — 182. 203,62101 
Moldova 302.8 201.5 18 504.3 
Mongolia - 300.4 17 300.4 
Morocco 8,545.4 50.8 131 8,596.2 
Mozambique - 2,262.1 42 2,262.1 
Myanmar 33.4 804.0 33 837.4 
Nepal - 1,634.5 72 1,634.5 
Netherlands, The 244.0 _ 8 244.0 
New Zealand 126.8 - 6 126.8 
Nicaragua Pe GH 8) 1,090.2 58 1;5323:8 
Niger - 1,030.9 50 1,030.9 
Nigeria 6,248.2 1,584.5 107 Toco 
Norway 145.0 - 6 145.0 
Organization of Eastern 
Caribbean States’ countries 24.5 12.6 3 Shai 
Oman 157.4 - 11 157.1 
Pakistan 6,614.2 6,642.5 196 13,256.7 
Panama 1,273.2 - 45 273.2 
Papua New Guinea 786.6 113.2 44 899.8 
Paraguay 816.9 45.5 43 862.4 
Peru §,208:2 - 87 5,298.2 
Philippines 11,138.7 294.2 162 11,4382.9 
Poland 5,384.8 - 37 5,384.8 
Portugal 1,338.8 - 32 1,338.8 
75 


REPORT ON OPERATIONS UNDER THE 


ANNEX 5 


IBRD Loans and IDA Cumulative Lending by Country— 
As of June 30, 2002 (cont'd) 


IBRD loans IDA loans Total loans 


Amount Amount No. Amount 


(in millions of US dollars) 


Russia 12,560.0 - 51 12,560.0 
Rwanda - 1:073:0 54 1,073.0 
Samoa - 66.0 10 66.0 
Sao Tomé and Principe — 68.9 10 68.9 
Senegal 164.9 2,162.9 100 2,921.0 
Seychelles LO - 2 One 
Sierra Leone Tot Oot we 30 DOO 
Singapore 181.3 - 14 181.3 
Slovak Republic 335.8 - 4 335.8 
Slovenia Wire - S TW Goll 
Solomon Islands - 49.9 8 49.9 
Somalia - 492.1 39 492.1 
South Africa 287.8 ~ 12 287.8 
Spain 478.7 a 12 478.7 
Sri Lanka ZLOe ~ “2A28 7 89 2,639.4 
Saint Kitts and Nevis 10.9 ie) 3 12.4 
Saint Lucia 19.2 24.4 rf 43.6 
Saint Vincent and the Grenadines 5.4 11.6 4 16.9 
Sudan 166.0 1,352.9 eo 1,518.9 
Swaziland 104.8 7.8 14 112.6 
Syrian Arab Republic 613.2 47.3 20 660.5 
Taiwan, Province of China 329.4 To 18 344.7 
Tajikistan - 302.1 als 302.1 
Tanzania 318.9 3,910.6 120 4,229.5 
Thailand 7,979.1 ddl 124 8,104.2 
Togo 20.0 (30.0 42 Visors 
Tonga - 10.9 3 10.9 
Trinidad and Tobago 313.6 - 21 313.6 
Tunisia 4,954.1 74.6 120 5,028.4 
Turkey 20,117.9 178.5 145 20,296.4 
Turkmenistan 89.5 - 3 89.5 
Uganda 9.1 3,401:4 83 CP (ie 
Ukraine Bee - ee Oizecu 
Uruguay Aigo re yl _ 49 Totes! 
Uzbekistan 519.1 20.0 12 539.1 
Vanuatu _ 18.9 5 18.9 
Venezuela CROZOr - 40 3,328/4 
Vietnam ~ 3,862.5 36 3.862:5 
Western Africa region 6.1 61.9 5 68.0 
Yemen, Republic of - 1,995.9 25 1,995.9 
Yugoslavia, Federal Republic of -- 11.8 4 If de8 

6,060.7 -- 89 6,090.7 
Zambia 679.1 2,492.3 78 SO, tii4 
Zimbabwe 983.2 661.9 36 16454 


Bank-wide total 371,471.9 135,073.5 8,070 506,545.3 


BRETTON Woops AND RELATED AGREEMENTS ACT—2002 


ANNEX 6 


Projects Approved for IBRD and IDA Assistance in Fiscal Year 2002, 


by Country (July he 2001 = June 30, 2002) me 


IBRD loans IDA loans Total loans 
Amount Amount No. Amount 
(in millions of US dollars) 

Borrower or guarantor 
Afghanistan = 100 4 100 
Albania ~ 87.5 3 87.5 
Algeria 30.7 ~ 3 30.7 
Argentina 735.0 - 3 735.0 
Armenia = 39.2 4 39.2 
Azerbaijan - 69.5 2 69.5 
Bangladesh - 821:4 4 321.4 
Benin ~ 41.0 2 41.0 
Bolivia - 83.0 1 83.0 
Bosnia and Herzegovina - 102.0 4 102.0 
Brazil 160.3 ~ Ta 1,566.3 
Burkina Faso — 121.6 4 121.6 
Burundi - 36.0 1 36.0 
Cambodia - 48.2 3 48.2 
Cameroon - a0 1 &:5 
Cape Verde - 24.0 2 24.0 
Central African Republic -- abe 1 TO 
Chad - 64.6 2 64.6 
Chile 99.0 - 2 99.0 
China 562.9 - > 562.9 
Colombia 185;5 - 2 185.5 
Comoros - 6.0 1 6.0 
Congo, Democratic Republic of - 500 2 500 
Congo, Republic of - 89.7 4 89.7 
Costa Rica 17.0 _ 1 1F.0 
Céte d’lvoire ~ Be 1 212.0 
Croatia 202.0 _ 1 202.0 
Djibouti ~ 25.0 Z 25.0 
Dominica 1.0 ae 1 S27 
Ecuador 66.9 _ 3 66.9 
El Salvador tas ys 1 3.8 
Egypt, Arab Republic of 50.0 - 1 50.0 
Eritrea - 65.0 a 65.0 
Ethiopia - 210.0 3 210.0 
Gambia, The 31.0 2 31.0 
Georgia - 2.0 1 at 
Ghana — 330.5 ip B80:5 
Grenada see a7 1 3.8 
Guatemala 184.8 - 3 184.8 
Guinea - 145.0 2 145.0 
Guinea-Bissau - 26.0 1 26.0 
Honduras - 40.4 2 40.4 
ve 


REPORT ON OPERATIONS UNDER THE 


ANNEX 6 


Projects Approved for IBRD and IDA Assistance in Fiscal Year 2002, 
by Country (July 1, 2001 — June 30, 2002) (cont’d) 


IBRD loans IDA loans Total loans 


Amount Amount No. Amount 


(in millions of US dollars) 


India 893.0 1,296.8 10 2,189.5 
Indonesia 2oeue 70.5 3 302.7 
Jamaica 130.0 - 3 130.0 
Jordan 5.0) - 1 5.0 
Kenya - 16.5 1 16.5 
Kyrgyzstan - 10.0 1 15.0 
Lao People’s Democratic Republic ~ 44.8 3 44.8 
Latvia 2.0 - 1 2.0 
Lebanon 108.5 - Z 1085 
Lithuania 42.5 - a 42.5 
Macedonia (Former Yugoslav 

Republic of) - ’ 30,0 3 35.0 
Madagascar - 43.8 2 43.8 
Mali ~ 113:5 2 1135 
Mauritania - 1225 3 A228 
Mauritius 41.8 - 2 41.8 
Mexico 660.0 - 4 660.0 
Moldova - 45.5 ye 45.5 
Mongolia = 28.7 3 28.7 
Morocco 5.0 _ 1 5.0 
Mozambique - 270.5 4 2705 
Nepal - 22.6 1 22:0 
Nicaragua - 32.6 1 32.6 
Niger - 108.7 fs 108.7 
Nigeria - 427.3 4 427.3 
Pakistan ~ 800 2 800 
Papua New Guinea 57.4 - 2 57.4 
Panama tS - 1 105 
Paraguay 9.0 — 1 9.0 
Philippines 130.0 = 2 130.0 
Poland 100.0 - 1 100.0 
Romania 60.0 — 2 60.0 
Russian Federation 351.0 - Pa 350.1 
Rwanda - 25.0 1 25.0 
Senegal - 44.7 2 44.7 
Sierra Leone - 65.0 2 65.0 
Slovak Republic 200.8 - 2 200.8 
Sri Lanka = (ne) 1 75:0 
Saint Kitts and Nevis 9.4 - 2 9.4 
Saint Lucia 92 Tite 3 20.9 
Saint Vincent and the Grenadines 4.0 oz 2 9.1 


BRETTON Woops AND RELATED AGREEMENTS ACT—2002 


ANNEX 6 


Projects Approved for IBRD and IDA Assistance in Fiscal Year 2002, 
by Country (July 1, 2001 - June 30, 2002) (cont'd) 


IBRD loans IDA loans Total loans 
Amount Amount No. Amount 
(in millions of US dollars) 
Tajikistan - 40.8 3 40.8 
Tanzania - 402.0 ) 402.0 
Tonga = 5.9 1 5.9 
Tunisia po20 ~ 1 252.5 
Turkey 3,550.0 = 4 Chee, AA 
Uganda - 180.7 4 180.7 
Ukraine 330.2 - 3 330.2 
Uruguay 60.5 = 2 60.5 
Uzbekistan 56.1 20.0 z 76.1 
Vietnam - 593.0 5 593.0 
Yemen, Republic of — Par 3 rae 
Yugoslavia, Federal 
Republic of _ 18 4 1718 
Zambia - 6.7 1 6.7 
Bank-wide total 11,451.8 8,067.6 229 19,519.4 
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